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SIXTY-SIXTH DAY 

(Wednesday, May 19, 1965) 

The Senate met at 10 :00 o'clock 
a.m., pursuant to adjournment, and 
was called to order by the President. 

The roll was called and the follow
ing Senators we1·e present: 

Aikin 
Bates 
Blanchard 
Calhoun 
Cole 
Colson 
Creighton 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Hazlewood 
Herring 
Hightower 

Kazen 
Kennard 
Krueger 
Moore 
Parkhouse 
Patman 
Ratliff 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Absent-<Excused 

Watson 

A quorum was announced present. 

Reverend W. H. Townsend, Chap-
lain, offered the invocation. 

On motion of Senator Aikin, and 
by unanimous consent, the reading of 
the Journal of the proceedings of 
yesterday was dispensed with, and 
the Journal was approved. 

Leave of Absence 

Senator Watson was granted leave 
of absence for today on account of 
important business on motion of Sen
ator Dies. 

Senate Resolution 707 

Senator Spears offered the follow
ing resolution: 

Whereas, Edward Everett Cau
thorne is the oldest alumnus of The 
University of Texas, graduating with 
a Bachelor of Science degree in 1891; 
and 

Whereas, Mr. Cauthorne is cele
brating his 103rd birthday on Thurs
day, May 20, with a festive party at 
his residence, the N eponsit Home for 
the Aged, operated by the New York 
City Department of Welfare; and 

Whereas, Mr. Cauthorne has led a 
long and productive· life, the early 
part of which was spent in Texas, 
where he was a cowboy and a school 
teacher; and 

Whereas, The University of Texas 
Ex-Students' Association is honoring 
!\fr. Cauthorne with gifts and saluta
tions; and 

Whereas, Governor John B. Connal
ly and the Night Hawk restaurant are 
fulfilling Mr. Cauthorne's birthday 
wish for a Texas steak; and 

Whereas, Mr. Cauthorne is also the 
oldest alumnus of Harvard Univer
sity and the oldest retired school 
teacher in the United States; and 
now therefore, be it 

Resolved, By the Senate of the 
State of Texas that the respect, ad
miration and best wishes of this body 
be extended to Mr. Edward E. Cau
thorne; and be it further 

Resolved, That a page be set aside 
in the Senate Journal in tribute to 
him and that copies of this resolution 
be sent to Mr. Cauthorne with our 
warmest wishes for continued good 
health and many more happy birth
days. 

SPEARS 
KENNARD 

The resolution was read and was 
adopted. 

Message from the Attorney General 
of Texas 

The following message from the 
Attorney General of Texas was read 
and was referred to the Committee 
on Nominations: 

Austin, Texas, 
May 17, 1965. 

To the Senate of the Fifty-Ninth 
Legislature : 
I ask the advice, consent and con

firmation of the Senate with respect 
to the following appointment: To be 
member of the Board for Lease of 
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State Park Land: Hill Baggett of 
Lubbock, Lubbock County. 

Respectfully submitted, 
WAGGONER CARR, 
Attorney General of Texas 

Reports of Standing Committees 

Senator Reagan submitted the fol
lowing report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Bank

ing, to which was referred H. B. No. 
196, have had the same under con
sideration, and I am instructed to re
port it back to the Senate with the 
recommendation that it do pass and 
be printed. 

REAGAN, Chairman. 

Senator Kazen submitted the fol
lowing reports: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Con

stitutional Amendments, to which was 
referred H. J. R. No. 81, have had 
the same under consideration, and I 
am instructed to report it back to the 
Senate with the recommendation that 
it do pass as amended and be printed. 

Hon. Preston 
Senate. 

KAZEN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Smith, President of the 

Sir: We, your Committee on Con
stitutional Amendments, to which was 
referred S. J. R. No. 39, have had 
the same under consideration, and I 
am instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

KAZEN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Con-

the same under consideration, and I 
am instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

KAZEN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Con

stitutional Amendments, to which was 
referred H. J. R. No. 21, have had 
the same under consideration, and I 
am instructed to report it back to 
the Senate with the recommendation 
that it do pass and be printed. 

KAZEN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Con

stitutional Amendments, to which was 
referred H. J. R. No. 51, have had 
the same under consideration, and I 
am instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

KAZEN, Chairman. 

Senator Creighton submitted the 
following reports: 

Hon. Preston 
Senate. 

Austin, Texas, 
May 18, 1965. 

Smith, President of the 

Sir: We, your Committee on Game 
and Fish, to which was referred H. 
B. No. 905, have had the same under 
consideration, and we are instructed 
to report it back to the Senate with 
the recommendation that it do pass 
and be printed. 

CREIGHTON, Chairman. 

Austin, Texas, 
May ~s. 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Game 

and Fish, to which was referred H. 
B. No. 650, have had the same under 
consideration, and we are instructed 
to report it back to the Senate with 
the recommendation that it do pass 
and be printed. 

CREIGHTON, Chairman. 

stitutional Amendments, to which was Senator Parkhouse submitted the 
referred H. J. R. No. 69, have had following reports: 
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Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Wa

ter and Conservation, to whom was 
referred H. B. No. 804, have had the 
sa1ne under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

PARKHOUSE, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Wa

ter and Conservation, to which was 
referred H. B. No. 979, have had the 
same under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

PARKHOUSE, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Wa

ter and Conservation, to which was 
referred H. B. No. 978, have had the 
same under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

PARKHOUSE, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Wa

ter and Conservation, to which was 
referred H. B. No. 977, have had the 
same under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

PARKHOUSE, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Wa

ter and Conservation, to which was 
referred H. B. No. 842, have had the 
same under consideration, and we are 

instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

PARKHOUSE, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Wa

ter and Conservation, to which was 
referred H. B. No. 841, have had the 
same under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

PARKHOUSE, Chairman. 

Senator Moore submitted the fol
Jo,ving report: 

Austin, Texas, 
May 18, 1965. 

Hon. Preston Smith, President of the 
Senate: 
Sir: We, your Committee on Edu

cation, to which was referred H. B. 
No. 1123, have had the same under 
consideration, and we are instructed 
to report it back to the Senate with 
the recommendation that it do pass 
and be printed. 

MOORE, Chairman. 

Senator Ratliff submitted the fol
lowing report: 

Austin, Texas, 
May 17, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred H. B. No. 663, have had the 
same under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

RATLIFF, Chairman. 

Senate Bill 574 on First Reading 

Senator Word moved that Senate 
Rule 114 and Section 5 of Article III 
of the State Constitution be suspend
ed to permit his introducing at this 
time, a bill, the provisions of which 
he explained. 

The motion prevailed by the fol
lowing vote: 

Aikin 

Yeas-30 

Bates 
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Blanchard 
Calhoun 
Cole 
Colson 
Creighton 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Hazlewood 
Herring 
Hightower 
Kaz en 

Kennard 
Krueger 
Moore 
Parkhouse 
Patman 
Ratliff 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Absent-iExcused 

Watson 

The following bill was then intro
duced, read first time and referred to 
the Committee indicated: 

By Senator Word: 
S. B. No. 574, A bill to be entitled 

"An Act relating to granting prior 
service credit for certain employees 
under the Employees Retirement Sys
tem of Texas; adding Subsection H 
to Section 4, Chapter 352, Acts of the 
50th Legislature, 1947, as amended; 
and declaring an emergency." 

To the Committee on Counties, 
Cities and Towns. 

Senate Resolution 708 

Senator Parkhouse offered the fol
lowing resolution: 

BE IT RESOLVED by the Senate 
of Texas, That the Senate Enrolling 
Clerk be directed to correct S. B. No. 
102, Section 2, by changing the words 
and figures "Chapter 266, Section 6" 
to read: "Chapter 277, Section 6aa.'' 

The resolution was read and was 
adopted. 

Senate Resolution 709 

Senator Krueger offered the fol
lowing resolution: 

Whereas, On July 21, 1965, Mrs. 
Mary Baca, Mrs. Sophie Hradecky, 
and Mrs. Ollie (Martha) Kopecky 
will lead a delegation of twelve tour
ists on a visit to Czechoslovakia; and 

Whereas, These outstanding Amer
ican citizens will visit with relatives 
throughout Czechoslovakia; and 

Whereas, Mrs. Kopecky will visit 
the birthplace of her mother, Mrs. 

Frank Dolezal, who will also make 
the trip, in Slovakia; and 

Whereas, Mrs. Hradecky will visit 
in Bmo, Capital of Moravia; and 

Whereas, Mrs. Baca will return to 
her native Stary Hamry in Moravia, 
which she left with her parents at 
the age of two; and 

Whereas, It is the desire of the 
Senate of the State of Texas to ex
tend its best wishes to these fine 
ladies; now, therefore, be it 

Resolved, That Mrs. Mary Baca, 
Mrs. Sophie Hradecky, and Mrs. Ollie 
(Martha) Kopecky be hereby desig
nated as "Good Will Ambassadresses 
of The Senate of The State of Tex
as"; and, be it further, 

Resolved, That copies of this Reso
lution be sent to each of these ladies 
as tokens of our esteem and best 
wishes. 

The resolution was read and was 
adopted. 

House Bill 650 Ordered Not Printed 

On motion of Senator Ratliff and 
by unanimous consent H. B. No. 660 
was ordered not printed. 

House Bill 905 Ordered Not Printed 

On motion of Senator Richter and 
by unanimous consent H. B. No. 905 
was ordered not printed. 

House Bill 316 Re-referred 

On motion of Senator Schwartz and 
by unanimous consent H. B. No. 316 
was withdrawn from the Committee 
on State Affairs and re-referred to 
the Committee on Counties, Cities 
and Towns. 

House Bill 118 on Second Reading 

Senator Ratliff asked unanimous 
consent to suspend the regular order 
of business and take up H. B. No. 
118 for consideration at this time. 

There was objection. 

Senator Ratliff then moved to sus
pend the regular order of business 
and take up H. B. No. 118 for con
sideration at this time. 

The motion prevailed by the fol
lowing vote: 

Aikin 
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Blanchard 
Calhoun 
Cole 
Colson 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Hazlewood 
Kaz en 

Creighton 
Herring 
Kennard 

Krueger 
Moore 
Parkhouse 
Patman 
Ratliff 
Reagan 
Schwartz 
Snelson 
Strong 
Word 

Nays-5 

Richter 
Spears 

Present-Not Voting 

Rogers 

Absent 

Hightower 

Absent--;Excused 

Watson 

The President laid before the Sen
ate on its second reading and passage 
to third reading: 

H. B. No. 118, A bill to be entitled 
"An Act providing for an additional 
class of counties which may estab
lish junior college districts; amend
ing Section 17 (a), Chapter 290, Acts 
of the 41st Legislature, Regular Ses
sion, 1929, as added; and declaring 
an emergency." 

The bill was read the second time. 

(Pending discussion of the bill, 
Senator Hardeman o c c u p i e d the 
Chair.) 

(President in the Chair.) 

The bill was passed to third read
ing. 

Record of Votes 

Senators Creighton, Dies, Moore, 
Richter, Spears, Herring, Strong and 
Kennard asked to be recorded as 
voting "Nay" on the passage of H. B. 
No. 118 to third reading. 

Motion to Place 
House Bill 118 on Third Reading 

Senator Ratliff moved that the Con
stitutional Rule and Senate Rule 32 
requiring bills to be read on three 
several days be suspended and that 

H. B. No. 118 be placed on its third 
reading and final passage. 

The motion was lost by the follow
ing vote (Not receiving four-fifths 
vote of the Members present): 

Aikin 
Bates 
Blanchard 
Calhoun 
Cole 
Colson 
Crump 
Hall 
Hardeman 
Harrington 
Hazlewood 
Hightower 

Creighton 
Dies 
Herring 
Kennard 

Yeas-23 

Kaz en 
Krueger 
Moore 
Parkhouse 
Patman 
Ratliff 
Reagan 
Rogers 
Schwartz 
Snelson 
Word 

Nays-7 

Richter 
Spears 
Strong 

Absent--iExcused 

Watson 

Message from the House 

Hall of the House of Representatives 
Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: I am directed by the House 

to inform the Senate that the House 
has passed the following: 

S. C. R. No. 103, In memory of 
State Senator Carl C. Hardin, Sr. 

S. C. R. No. 6, Requesting the Tex
as Legislative Council to study plans 
for a program of assistance for mu
nicipalities in construction of arterial 
streets, etc. 

S. C. R. No. 45, Granting permis
sion to William L. Balliew, Jr. and 
W. L. Balliew, III, to sue the state 
etc. 

S. C. R. No. 49, Granting permis
sion to Joe B. Wright to bring suit 
against the State of Texas, etc. 

S. C. R. No. 63, Granting permis
sion to Amarillo Speed Bowl, Inc., 
to sue the State, etc. 

S. C. R. No. 66, Granting permis-
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sion to 1\1 & M Racing Association, Legislature, 1943; and declaring an 
Inc. and Speedarena, Inc. to sue the emergency." 
State of Texas, etc. 

. S. C. R. No. 75, Granting permis
s10n to John W. Marley & Associates 
Inc., to sue the state. 

S. C. R. No. 79, Requesting the 
Texas Legislative Council to make a 
study of the present and future needs 
of the facilities for the care of de
linquent and dependent and neglected 
children in Texas and to report to 
the GOth Legislature the results of its 
study and its recommendations. 

S. B. No. 107, A bill to be entitled 
"An Act to establish and adopt a 
Code of Criminal Procedure for the 
State of Texas by revising and rear
ranging the statutes of this State 
which pertain to the trial of criminal 
cases; and by making various changes 
in, omissions from, and additions to 
such statutes; defining the meaning 
of certain words and terms used in 
the Code; and fixing the effective date 
of the Code; validating certain pro
ceedings had under existing prior 
statutes; repealing statutes and all 
laws or parts of laws in con11ict with 
the Code; containing a severability 
clause; and declaring an emergency." 

(With amendments.) 

H. B. No. 40, A bill to be entitled 
"An Act making findings and declar
ing policies relating to occupational 
safety; defining terms of this Act; 
providing duties of emplorers as to 
occupational safety; creating within 
the Bureau of Labor Statistics an 
Occupational Safety Board; author
izing said Board, after public hear
ing, to make and publish in occupa
tional safety rules for places of em
ployment; creating within the Bu
reau of Labor Statistics a Division of 
Occupational Safety; providing for 
the enforcement and administration 
of such rules by the Commissioner 
of the Bureau of Labor Statistics; 
providing for judicial review of such 
rules; providing penalties; providing 
for cooperation with the State De
partment of Health; providing sep
arability; repealing conflicting laws; 
and declaring an emergency." 

H. B. No. 103, A bill to be entitled 
"An Act providing for open court 
hearings and public records in cases 
involving juveniles charged with 
felonies; amending Sections 13 and 
15, Chapter 204, Acts of the 49th 

H. B. No. 126, A bill to be entitled 
"An Act relating to the crime of 
shoplifting; amending Chapter 34, 
Acts of the 56th Legislature, Regular 
Session, 1959; and declaring an 
emergency." 

H. B. No. 151, A bill to be entitled 
"An Act prohibiting purchases of al
coholic beverages for persons under 
21 years of age; amending Subsec
tion (14), Section 17, Article I, 
Texas Liquor Control Act, as amend
ed; and declaring an emergency." 

H. B. No. 154, A bill to be entitled 
"An Act permitting a person holding 
a valid license as an operator to drive 
certain commercial motor vehicles· 
amending Subsection 4a, Section a: 
Chapter 173, Acts of the 47th Legis
lature, Regular Session, 1941, as 
amended; and declaring an emer
gency." 

H. B. No. 164, A bill to be entitled 
"An Act amending Section 1~ -~p
ter 128, Acts of the 44th .i..egiaia
ture, Regular Session, 1935, as 
amended, to provide that the col
lection of ad valorem taxes due for 
any year prior to the year 1945 is 
forever barred; and declaring an 
emergency." 

H. B. No. 167, A bill to be entitled 
"An Act defining and regulating the 
business of giving bail in criminal 
and quasi-criminal cases, actions or 
proceedings; providing for the li
censing of persons, firms and cor
porations, who engage in that busi
nl!!'s in an_Y county_; • providing cer
tain penalties; proVIding certain ex
emptions from this Act; providing 
for appeal from the decision of 
the Securities Commissioner; pro
viding for administration of this Act 
by the successor to the Securities 
Commissioner; providing for licens
ing fees; declaring legislative intent 
and declaring an emergency." 

S. B. No. 278, A bill to be entitled 
"An Act creating the County Court 
at Law No. 4 of Bexar County, Tex
as; providing for its jurisdiction, 
terms, personnel, administration, and 
practice; abolishing the County Civil 
Court at Law of Bexar County, Tex
as; repealing Chapter 114, Acts of 
the 58th Legislature, 1963; and de
claring an emergency." 

(With amendments.) 
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S. B. No. 391, A bill to be entitle.I : properties of county junior college 
"An Act to reconstitute the member- districts after a State-supported 
ship of the State Building Commis- senior college has been created with
sion as provided by Article III, Sec- .

1 

in said district, to such senior col
tion 51-b, Constitution of Texas, !87ti, lege; providing that such junior col
as amended, by adding the Lieutenant lege districts shall not further main
Governor to the State Building Com- lain a junior college; authorizing the 
mission in place of the Chairman .,r ' levy of taxes annually to pay off 
the Board of Control; and declaring I outstanding indebtedness of the junior 
an emergency." college districts and to pay necessary 

. . administrative costs; authorizing the 
S. B. No. 453, A bill to be entitled issuance of tax-supported bonds for 

"An Ac~ amending Part 5 of the Tex- the purpose of paying off revenue 
as Busmess Corporat10n Act, H. _B. bonds of such districts; authorizing 
16, Acts of 1955, Fifty-fourth Leg1s- temporary loans for paying off cur
lature, cla. 64, 1'· 239, by addmi, there- rent operating expenses; \0 alidating 
to a _new Art1cl~ 5.14 yroY1dmg for all proceedings of the Board of Trus
depos1t of costs m a smt by a share- tees of such districts; repealing all 
holder o_r shareholders on behalf _of laws or parts of laws in conflict; con
corporation where ~he ownership m- taining a severability clause; and de
terest of the complamants is less than daring an emergency.'' 
a minimum 5o/o percentage; and re- · 
numbering Article 5.14 and 5.15; pro- S. B. No. 63, A bill to be entitled 
viding for severability; and declaring "An Act amending Subsection (a) of 
an emergency." Section 109 of the Texas Probate 

(With amendments.) Code so as to provide that either the 
father or the mother is entitled to 

S. B. No. 12, A bill to be entitled appointment as guardian of the 
"An Act creating a Texas State Com- estates of the minor children by the 
mittee on Aging to be known as the marriage if the parents lh·e together; 
'Governor's Committee on Aging'; and declaring an emergency." 
providing for the appointment of the 
Committee, a Governor's Citizens 
Council on Aging; a Coordinator of 
Aging, and such other appropriate 
staff as is deemed necessary, and de
fining their te11n of office, powers, du
ties, functions, responsibility, and re
lationship with other agencies and 
officers of the State; authorizing the 
Committee to accept and expend funds 
made available th1·ough any Federal 
and/or State grant or appropriation 
for the purposes of carrying out the 
purposes of this Act; authorizing the 
Committee to accept gifts and/or 
grants from private sources and to 
expend same in the interest of fur
thering the purposes set out in this 
Act; providing a repealing clause, a 
saving clause; and declaring an emer
gency." 

The House has adopted the Confer
ence Committee Report on Senate Bill 
No. 141 by a non-record Yote. 

H. C. R. No. 140, Be it Resoh·ed 
by the House of Representatins, the 
Senate concurring, That the Joint 
Rules of the two Houses be, and they 
are hereby, suspended so that either 
House may take up and consider 
House Bill No. 195 at any time. 

S. B. No. 30, A bill to be entitled 
"An Act authorizing the transfer of · 

S. B. No. 84, A bill to be entitled 
"An Act relating to the licensing and 
regulation of mot.or transportat~on 
brokers by the Railroad Comm1ss1on 
of Texas; providing ~n effective date; 
providing a severab1hty clause; re
pealing conflicting laws; and declar
ing an emergency." 

H. C. R. No. 19, Providing for the 
Legislative Council to continue _the 
study of nonacademic psycholog1cal 
testi;1g in the public schools of Texas. 

H. C. R. No. 54, Granting permis
sion to George M. Stephenson to sue 
th<· State of Texas. 

H. C. R. No. 109, Granting pennis
sion to W. R. Aldrich and Co. to sue 
the State of Texas. 

H. C. R. No. 115, Granting permis
sion to Edwin Donald Calvit to sue 
the State of Texas. 

H. C. R. No. 98, Granting permis
sion to the Cayo Development Corpo
ration to sue the State of Texas. 

Respectfully submitted, 

DOROTHY HALDIAN, 
Chief Clerk, House of Representath"es 



1370 SENATE JOlJRNAL 

Bouse Joint Rellolutian 25 
on Second Reacting 

The President laid before the Sen
ate on its second reading and passage 
to third reading: 

B. J. R. No. 25, A Joint Resolution 
authorizing the Legislature to provide 
that a portion of the State's share of 
ad valorem taxes collected in a coun
ty, under certain conditions, may be 
released for use by that county for 
hospital and health services, and pro
viding for the issuance of the neces
sary proclamation by the Governor. 

The resolution was read second 
time. 

Question-Shall H. J. R. No. 25 
be passed to third reading ? 

Bill and Resolution Signed 

The President signed in the pres
ence of the Senate after the caption 
had been read, the following enrolled 
bill and resolution: 

S. B. No. 80, A bill to be entitled 
"An Act amending Section 36 of the 
Texas Trust Act, and particularly 
Subsections A and B thereof, to elim
inate overlapping or conflict with the 
definitions of Subsection 4 of said 
Act; permitting trustees' compensa
tion or commissions and attorney's 
fees to be charged either against prin
cipal or income of a trust, or between 
both; and declaring an emergency." 

S. C. R. No. 102, In memory of Joe 
Dave Scott of Snyder. 

Bouse Bill 841 Ordered Not Printed 

On motion of Senator Cole and by 
unanimous consent H. B. No. 841 was 
ordered not printed. 

House Bill 842 Ordered Not Printed 

On motion of Senator Cole and by 
unanimous consent H. B. No. 842 was 
ordered not printed. 

House Bill 977 Ordered Not Printed 

On motion of Senator Cole and by 
unanimous consent H. B. No. 977 was 
ordered not printed. 

Bouse Bill 978 Ordered Not Printed 

On motion of Senator Cole and by 
unanimous consent B. B. No. 978 was 
ordered not printed. 

Boue Bill 979 Onlered Not Printed 

On motion of Senator Cole and by 
unanimous consent H.B. No. 979 was 
ordered not printed. 

Senate Concurrent Rellolation 107 

Senator Crump offered the follow
ing resolution: 

S. C. R. No. 107, Granting Sam 
McCollum III permission to sue the 
State. 

Whereas, There exists in eacrow 
with the Veteran's Land Board the 
sum of $17,320.00, which is deaipated 
in two accounts, one being m the 
amount of $15,270.00 and being part 
of the State Treasurer Land Otlce 
Suspense Fund #900 and the other 
being in the amount of $2,060.00 and 
being part of the Veteran's Service 
Fee Account of the General Land Of
fice of Texas, and to which Sam Mc
Collum III of McCulloch County 
claims to be the al'parent owner 
thereof under an assignment of in
terest from the original depositor; 
and 

Whereas, The correct, legal owner
ship of said $17,320.00 cannot be de
termined without judicial ascertain
ment thereof; and 

Whereas, The said Sam McCollum 
III desires to file suit against the 
State of Texas for title and possea
sion of said Seventeen Thousand 
Three Hundred Twenty and no/100 
Dollars ($17,320.00) now held by the 
Veteran's Land Board of Texas and 
desires that said suit be tiled in a 
State District Court of competent ju
risdiction so that he may ontain said 
funds which he alleges belong to him; 
now, therefore, be it 

Resolved by the Senate, the House 
of Representatives concurring, that 
permission be and it is hereby granted 
to Sam McCollum III to institute suit 
against the State of Texas and the 
Veteran's Land Board as defendants 
by an independent cause of action 
brought in the District Court of Trav
is County, or McCulloch County, Tex
as for a determination and declara
tion of the rights of the parties to the 
Seventeen Thousand Three Hundred 
Twenty and no/100 Dollars ($17,-
320.00) above mentioned, and that 
suitable process be iasued according 
to the Rules of Civil Procedure gov
erning such process in civil ca-; 
and, be it further 

Resolved, That nothing herein shall 
be construed as an admission of lia-
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bility on the part of the State of 
Texas, the Veteran's Land Board' or 
any executive official therein as to the 
validity of any allegation or claims 
asserted in said action but that 
all allegations and claims assert
ed herein or to be asserted in 
said suit shall be proved as in other 
suits and under the same rules of 
evidence and civil procedure as in oth
er actions; and, be it further 

Resolved, That nothing herein shall 
be construed as a waiver of any ques
tion of fact as well as of law that 
may be asserted or be available to 
the State of Texas or any other part 
defendant or of any agencies of the 
State of Texas, in said suit, but all 
such defenses are hereby specifically 
reserved. 

The resolution was read and was 
referred to the Committee on Juris
prudence. 

Reports of Standing Committees 

Senator Ratliff by unanimous con
sent submitted the following report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred H. B. No. 940, have had the 
same under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass as amended and be printed. 

RATLIFF, Chairman. 

Senator Herring by unanimous 
consent submitted the following re
port: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Juris

prudence, to which was referred S. C. 
R. No. 107, have had the same under 
consideration and we are instructed 
to report it back to the Senate with 
the recommendation that it do pass 
and be printed. 

HERRING, Chairman. 

House Bill 940 Ordered Not Printed 

On motion of Senator Spears and 
by unanimous consent H. B. No. 940 
was ordered not printed. 

Senate Concurrent Resolution 107 
Ordered Not Printed 

On motion of Senator Crump and 
by unanimous consent S. C. R. No. 
107 was ordered not printed. 

Conference Committee on 
House Joint Resolution 1 

Senator Reagan called from the 
President's table for consideration at 
this time, the request of the House 
for a Conference Committee to adjust 
the differences between the two Hous
es on H. J. R. No. 1 and moved that 
the request be granted. 

The motion to grant the request 
prevailed. 

Accordingly, the President an
nounced the appointment of the fol
lowing Conferees on the resolution on 
the part of the Senate: Senators 
Reagan, Hall, Krueger, Ratliff, and 
Bates. 

Bills Signed 

The President signed in the pres
ence of the Senate after the caption 
had been read the following enrolled 
bills: 

S. B. No. 82, A bill to be entitled 
"An Act amending Sections 12 and 
14 of the Texas Trust Act to provide 
that a corporate trustee, executor, ad
ministrator or guardian, when au
thorized by will, trust agreement, 
other trust instrument, or judicial or
der, to retain its own capital stock 
in trust, may purchase fractional 
shares resulting from stock dividends, 
provided such purchase, in the cir
cumstances then prevailing, shall be 
consistent with the judgment and 
care which men of ordinary prudence 
exercise in the management of their 
own affairs; and declaring an emer
gency." 

S. B. No. 235, A bill to be entitled 
"An Act authorizing the Board for 
Texas State Hospitals and Special 
Schools to grant such easements and 
rights-of-way as shall be necessary 
to construct, improve, renovate, use 
and operate institutions under its con
trol and management; and declaring 
an emergency." 

S. B. No. 512, A bill to be entitled 
"An Act amending Section 20, Chap
ter 404, Acts of the 45th Legislature, 
Regular Session, 1937, as amended, 
relating to the exemption of certain 
persons from regulation as an engi
neer; and declaring an emergency." 
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H. B. No. 960-To the Committee 
on Counties, Cities and Towns. 

Senate Bill 5'7 on Third Reading 

Senator Word asked unanimous con
sent to suspend the regular order of 

.. S. B. No. 301, A bill to be entitled of business and take up S. B. No. 647 
An Act to add to the Insurance Code for consideration at this time. 

(Acts of 1951, 52nd Legislature, 

S. B. No. 527, A bill to be entitled 
"An Act relating to the authority and 
responsibilities of and the records 
kept by the State Commission for the 
Blind; amending Statutes; etc.; and 
declaring an emergency." 

Chapter 491) a new Article providing There was objection. 
that nothing in such code shall pro-
hibit a life insurance company from Senator Word then moved to sus
guaranteeing to the Trustee of a pend the regular order of business 
qualified pension or profit-sharing and take up S. B. No. 647 for consid
plan to issue individual life insurance eration at this time. 
policies on other than the term plan 
upon the lives of participants in the 
plan without evidence of insurability, 
and defining 'qualified pension or 
profit-sharing plan'; etc.; and declar
ing an emergency." 

S. B. No. 459, A bill to be entitled 
"An Act establishing a juvenile board, 
an office of chief juvenile probation 
officer and a probation department in 
Harris County; and providing that 
the district clerk of Harris County 
shall receive support payments for 
wives and chidren; and declaring an 
emergency." 

S. B. No. 348, A bill to be entitled 
"An Act amending Section 3 of Chap
ter 349, Acts of the 53rd Legislature, 
Regular Session, 1953, to permit Tex
as state institutions of the college 
rank to enter into interagency agree
ments with the Texas Highway De
partment; providing for the mainte
nance, improvement, relocation or ex
tension of existing on-campus streets, 
parking lots, and access-ways; and 
declaring an emergency." 

S. B. No. 384, A bill to be entitled 
"An Act relating to the appoint
ment of county child welfare boards; 
amending Section 4, Chapter 194, 
General Laws, Acts of the 42nd Leg
islature, Regular Session, 1931; and 
declaring an emergency." 

S. B. No. 460, A bill to be entitled 
"An Act establishing The Juvenile 
Com·t of Harris County; repealing 
Chapter 186, Acts of the 55th Legis
latu1·e, Regular Session, 157; and 
declaring an emergency." 

House Bill on First Reading 

The motion prevailed by the fol
lowing vote: 

Aikin 
Bates 
Blanchard 
Cole 
Colson 
Creighton 
Dies 
Hall 
Harrington 
Herring 
Hightower 
Kaz en 

Calhoun 
Crump 
Hardeman 

Yeas--24 

Kennard 
Krueger 
Patman 
Ratliff 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Nays-5 

Moore 
Parkhouse 

Absent 

Hazlewood 

Absent-!Excused 

Watson 

The President laid before the Sen
ate on its third reading and final 
passage: 

S. B. No. 547, A bill to be entitled 
"An Act reapportioning the Senate of 
Texas; providing for filing fees for 
senators; amending Section 4, Chap
ter 256, Acts of the 57th Legislature, 
Regular Session, 1961, and Article 
193, Texas Election Code, as amended; 
repealing Section 5, Chapter 256, 
Acts of the 57th Legislature, Regular 
Session, 1961; and declaring an 
emergency." 

The bill was read the third time. 
The following bill received from the 

House was read the first time and Senator Snelson offered the fol-
referred to the committee indicated: lowing amendment to the bill: 
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Amend the Word Substitute for 
S. B. No. 547, Section 30, by remov
ing the counties of J elf Davis, Brew
ster and Presidio from the 29th Dis
trict and adding same to the 25th 
District. 

HARDEMAN 
SNELSON 

The amendment was read and was 
adopted by the following vote: 

Aikin 
Bates 
Blanchard 
Calhoun 
Cole 
Colson 
Creighton 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Herring 
Hightower 
Kaz en 

Yeas-29 

Kennard 
Krueger 
Moore 
Parkhouse 
Patman 
Ratliff 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Absent 

Hazlewood 

Absent-iExcused 

Watson 

Senator Cole offered the following 
amendment to the bill: 

Amend Senate Bill 547 by striking 
all of Sections 7, 8, 12, 16, and 18, 
and substituting in lieu thereof: 

"Sec. 7. District 6 is composed of 
that part of Harris County included 
in the following: 

Beginning at the point w·here U. S. 
Highway 290 intersects the common 
line between Harris and Waller 
Counties; 

Then southeast along the U. S. 
Highway 290 to the Texas and New 
Orleans Railroad; 

Then east along the Texas and New 
Orleans Railroad to Heights Boule
vard; 

Then south along Heights Boule
rnrd to Waugh Drive; 

Then south along Waugh Drive to 
Buffalo Bayou; 

Then east along Buffalo Bayou to 
C\IcKee Street; 

Then north along McKee Street to 
Lyons Avenue; 

Then east along Lyons Avenue to 
Hardy Street; 

Then north along Hardy Street to 
the Houston Belt and Terminal 
Railroad; 

Then east along the Houston Belt 
and Terminal Railroad to Jensen 
Drive; 

Then north along Jensen Drive to 
Halls Bayou; 

Then east along Halls Bayou to the 
T. & N. 0. Railroad; 

Then south along the T. & N. O. 
Railroad to Laura Koppe Road; 

Then east along Laura Koppe Road 
to Missouri Pacific Railroad (B. S. 
L. & W. Railroad); 

Then northeast along Missouri Pa
cific Railroad (B. S. L. & W. Rail
road) to the west shore line of Lake 
Houston; 

Then north along the west shore 
line of Lake Houston to Atascocito 
Road; 

Then northeast along Atascosito 
Road to the common line between 
Harris and Liberty Counties; 

Then northwest along the common 
line between Harris and Liberty 
Counties to the common line between 
Harris and Montgomery Counties; 

Then west along the common line 
between Harris and Montgomery 
Counties to the common line between 
Harris and Waller Counties; 

Then south along the common line 
between Harris and Waller Counties 
to the point intersected by U. S. 
Highway 290, point of origin. 

"Sec. 8. District 7 is composed of 
that part of Harris County included 
in the following: 

Beginning at the point where the 
Barbers Hill Road intersects the com
mon line between Harris and Liberty 
Counties; 

Then west along the Barbers Hill 
Road to the Crosby-Lynchburg Road; 

Then south along the Crosby
Lynchburg Road to the H. N. S. 
Railroad; 

Then east and south along the 
H. N. S. Railroad to the San Jacinto 
River; 

Then southeast along the San Ja
cinto River to the Ship Channel (Buf
falo Bayou) ; 

Then west along the Ship Chan
nel (Buffalo Bayou) to Bray's Bayou; 

Then south and west along Brays 
Bayou to the Gulf Freeway; 

Then northwest along the Gulf 
Freeway to Pierce Street; 
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Then northwest along Pierce Street Then south along Hardy Street to 
to Main Street; Lyons Avenue; 

Then southwest along Main Street Then west along Lyons Avenue to 
to Holcombe Boulevard; McKee Street; 

Then east along Holcombe Boule- Then south along McKee Street to 
vard to Old Spanish Trail; Buffalo Bayou; 

Then east along Old Spanish Trail Then west along Buffalo Bayou to 
to Griggs Road; Main Street; 

Then southeast along Griggs Road Then southwest along Main Street 
to Cullen Boulevard; to Pierce Street; 

Then southwest along Cullen Boule- Then southeast along Pierce Street 
vard to Chocolate Bayou Road; to the Gulf Freeway; 

Then south along Chocolate Bayou Then southeast along the Gulf 
Road to Sims Bayou; Freeway to Brays Bayou; 

Then east along Sims Bayou to Then east and northeast along 
Telephone Road; Brays Bayou to the Ship Channel 

Then south along Telephone Road (Buffalo Bayou); 
to Braniff Street; Then east along the Ship Channel 

Then east along Braniff Street to (Buffalo Bayou) to the San Jacinto 
Monroe Road; River; 

Then north along Monroe Road to Then north along the San Jacinto 
Airport Boulevard; River to the H. N. S. Railroad; 

Then east along Airport Boulevard Then north and east along the H. 
to the Gulf Freeway; N. S. Railroad to the Crosby-Lynch-

Then southeast along. the Gulf burg Road; 
Freeway to the common line between 
Harris and Galveston Counties; Then north along the Crosbr.-

Then east and north along the Lync~burg Road to Barbers Hill 
Harris County line to the common Road• . 
line between Harris and Chambers Then east along the Barbers Hill 
County- Road to the point where it intersects 

Then' east and north along the com- the common lin~ between Harris and 
mon line between Harris and Cham- Chambers Counties; 
hers Counties to Barbers Hill Road, Then north and west along the 
the point of origin. common line between Harris and 

"Section 12. District 11 is com- Chambers Counties to the common 
posed of that part of Harris County line between Harris and Liberty 
included in the following: Counties; 

Beginni_ng at the point. along tp.e Then north and west along the 
common !me between Harns and Lib- common line between Harris and Lib
~Y Counties intersected by Atasco- erty Counties to Atascocito Road, the 
c1to Road; . point of origin. 

Then southwest along. Atasc0C1to "Sec. 16. District 16 is com~ of 
Road to the west shore !me of Lake that part of Harris County included 
Houston; in the following: 

Then south along the west shore · · th · h u s 
line of Lake Houston to the Missouri _Begmnmg at. e pomt w ere · • 
Pacific Railroad (B. s. L. & w. Rail- ~1ghway 290 mter~ts the common 
road); !me ?e~een Harns and Waller 

Then southwest along the Missouri Counties, . 
Pacific Railroad track to Laura Kop- Then southeast along U. S. High
pe Road; way 290. to the Texas and. New Or

Then west along Laura Koppe leans Railroad; 
Road to the T. & N. O. Railroad Then east along the Texas and New 
track; Orleans Railroad to Heights Boule-

Then north along the T. & N. 0. vard; 
Railroad track to Halls Bayou; Then south along Heights Boule-

Then west along Halls Bayou to vard to Waugh Drive; 
Jensen Drive; Then south along Waugh Drive to 

Then south along Jensen Drive to Buffalo Bayou; 
Houston Belt and Terminal Railroad; Then east along Buffalo Bayou to 

Then west along the Houston Belt Main Street; 
and Terminal Railroad to Hardy Then southwest along Main Street 
Street; to Holcombe Boulevard; 
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Then east along Holcombe Boule
vard to Old Spanish Trail; 

Then east along Old Spanish Trail 
to Griggs Road; 

Then southeast along Griggs Road 
to Cullen Boulevard ; 

Then southwest along Cullen Boule
vard to Chocolate Bayou Road; 

Then south along Chocolate Bayou 
Road to Reed Road; 

Then west along Reed Road to Al
meda Road; 

Then south along Almeda Road to 
the common line between Harris and 
Fort Bend Counties; 

Then west and north along the com
mon line between Harris and Fort 
Bend Counties to the common line be
tween Harris and Waller Counties; 

Then north along the common line 
between Harris and Waller Counties 
to the point intersected by U. S. 
Highway 290, the point of origin. 

"Sec. 18. District 17 is composed 
of Brazoria, Fort Bend, Galveston, 
and Waller Counties, and that part 
of Harris County included in the fol
lowing: 

Beginning at the point where the 
Gulf Freeway intersects the common 
line between Harris and Chambers 
Counties; 

Then northwest along the Gulf 
Freeway to Airport Boulevard; 

Then west along Airport Boule
vard to Monroe Road; 

Then south along Monroe Road to 
Braniff Street; 

Then west along Braniff Street 
to Telephone Road; 

Then north along Telephone Road 
to Sims Bayou; , 

Then west along Sims Bayou to 
Chocolate Bayou Road; 

Then south along Chocolate Bayou 
Road to Reed Road; 

Then west along Reed Road to Al
meda Road; 

Then southwest along Almeda Road 
to the common line between Harris 
and Fort Bend Counties; 

Then east along the Harris County 
line to the Gulf Freeway, the point 
of origin." 

Creighton 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Herring 
Hightower 
Kaz en 
Kennard 
Krueger 
Moore 

Parkhouse 
Patman 
Ratliff 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Absent 

Hazlewood 

Absent--<Excused 

Watson 

Senator Blanchard offered the fol
lowing amendment to the bill: 

Amend the Word substitute for S. 
B. 547, Sec. 25 by removing Martin 
County from Dist. 24 and adding the 
same to the 28th Senatorial District. 

The amendment was read and was 
adopted by the following vote: 

Aikin 
Bates 
Blanchard 
Calhoun 
Cole 
Colson 
Creighton 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Hazlewood 
Herring 
Hightower 

Yeas-30 

Kaz en 
Kennard 
Krueger 
Moore 
Parkhouse 
Patman 
Ratliff 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Absent-4Excused 

Watson 

The bill was then finally passed. 

Record of Vote 
COLE 
SCHWARTZ Senator Parkhouse asked to be re

corded as voting "Nay" on the final 
The amendment was read and was passage of S. B. No. 547. 

adopted by the following vote: 

Aikin 
Bates 
Blanchard 

Yeas-29 

Calhoun 
Cole 
Colson 

Reports of Standing Committees 

Senator Creighton by unanimous 
consent submitted the following re
port: 
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Austin, Texas, 
May 19, 1966. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Game 

and Fish, to which was referred H. B. 
No. 341, have bad the same under 
consideration, and I am instructed to 
report it back .to the Senate with the 
recommendation that it do pass and 
be printed. 

CREIGHTON, Chairman. 

Senator Parkhouse by unanimous 
consent submitted the following re
port: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Water 

and Conservation, to whieh was re
ferred H. B. No. 988, have had the 
same under consideration, and I am 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

PARKHOUSE, Chairman. 

Senator Ratllif by unanimous con
sent submitted the following report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, Presid"ent of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns to whieh was 
i·eferred H. B. No. 960, have had the 
same under consideration, and we are 
instrncted to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

RATLIFF, Chairman. 

House Bill 663 Ordered Not Printed 

On motion of Senator Blanchard 
and by unanimous consent H. B. No. 
663 was ordered not printed. 

House Bill 1123 Ordered Not Printed 

On motion of Senator Blanchard 
and by unanimous consent H. B. No. 
1123 was ordered not printed. 

Senate Bill 107 with 
House Amendments 

Senator Hardeman called S. B. No. 
107 from the President's table for 
consideration of the House amend
ments to the bill. 

The President laid the bill and the 
House amendments before the Senate. 

The House amendments were read. 

Senator Hardeman moved that the 
Senate do not concur in the House 
amendments, but that a Conference 
Committee be appointed to adjust the 
differences between the two Houses on 
the bill. 

The motion prevailed. 

Accordingly, the President an
nounced the appointment of the fol
lowing conferees on the part of the 
Senate on the bill: 

Senators Hardeman, Bates, Blan
chard, Moore and' Dies. 

Amendments to Senate Bill 107 
Ordered Not Printed in 

Senate Journal 

On motion of Senator Hardeman 
and by unanimous consent the House 
Committee Substitute to S. B. No. 107 
and the amendments thereto were or
dered not printed in today's Senate 
Journal as the Conference Conunittee 
Report on S. B. No. 107 would be 
printed in the Senate J ournaL 

Senate Bill 575 on First Reluling 

Senator Kennard moved that Sen
ate Rule 114 and Section 6 of Article 
Ill of the State Constitution be sus
pended to permit his introducing at 
this time, a bill, the provisions of 
which he explained. 

The motion prevailed by the follow
ing vote: 

Aikin 
Bates 
Blanchard 
Calhoun 
Cole 
Colson 
Creighton 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Hazlewood 
Herring 
Hightower 

Yeas----80 

Kaz en 
Kennard 
Krueger 
Moore 
Parkhouse 
Patman 
Ratlilf 
Reagan 
Richter 
Rogers 
Schwart.z 
Snelson 
Spears 
Strong 
Word 

Absen~xcused 

Watson 



WEDNESDAY, MAY 19, 1965 1377 

The following bill was then intro
duced, read first time and referred to 
the Committee indicated: 

By Senators Kennard, Herring, 
Patman, Word, Blanchard, Spears 
and Crump: 

S. B. No. 575, A bill to be entitled 
"An Act to provid'e an additional ad
justment in the local fund assignment 
in any school disti·ict having five per 
cent (5%) or more of its total scho
lastic population for the preceding 
school year composed of students who 
are residents of tax-exempt institu
tions for orphan, dependent, and neg
lected children; providing a formula 
for determining such adjustment; 
providing for the reporting of certain 
information to the Central Education 
Agency; and declaring an emergen
cy." 

To the Committee on Education. 

Conference Committee Report 
on House Bill 48 

Senator Parkhouse submitted the 
following Conference Committee Re
port on H. B. No. 48: 

Austin, Texas, 
May 12, 1965. 

Hon. Preston Smith, President of the 
Senate. 

Hon. Ben Barnes, Speaker of the 
House of Representatives. 
Sirs: We, your Conference Com

mittee appointed to adjust the differ
ences between the House and Senate 
on House Bill No. 48, have met and 
adjusted our differences and beg leave 
to recommend that House Bill No. 48 
be passed in the form attached hereto. 

Respectfully submitted, 
PARKHOUSE 
HERRING 
COLSON 
KAZEN 
RATLIFF 

On the part of the Senate. 

FIELD 
BURGESS 
WRIGHT 
CRAIN 
JOHNSON 

On the part of the House. 

H. B. No. 48, 

A BILL 
To Be Entitled 

An Act relating to the exemption of 
the children of certain firemen, 

peace officers, employees of the Tex
as Department of Corrections, and 
game wardens from payment of 
tuition and other fees at state in
stitutions of higher education; and 
declaring an emergency. 

BE IT ENACTED BY THE LEGIS
LATURE OF THE STATE OF 
TEXAS: 
Section 1. Definitions. In this Act, 

unless the context requires another 
meaning: 

(1) "eligible emplpyee" means a 
full-paid or volunteer fireman, or a 
full-paid municipal, county, or state 
peace officer, or a custodial employee 
of the Texas Department of Correc
tions, or a game warden, who has a 
child under 21 years of age; 

(2) "disability" means inability to 
engage in any substantial gainful ac
tivity by reason of any medically de
terminable physical or mental impair
ment which can be expected to result 
in death or to be of long-continued 
and indefinite duration. An individual 
shall not be considered to be under 
a disability unless he furnishes such 
proof of the existence thereof as may 
be required. 

Sec. 2. Exemption. (a) The gov
erning boards of the state institutions 
of higher education shall exempt from 
the payment of all tuition and lab
oratory fees any person whose parent 
is an eligible employee who has suf
fered an injury, resulting in death 
or disability, sustained in the line of 
duty according to the regulati?ns and 
criteria then in effect govermng the 
department or agency in which he 
was employed. 

(b) The exemption does not apply 
to deposits, such as library deposits, 
which are required in the nature of 
security for the proper care or re
turn of property loaned for the use 
of students, or to any fees or charges 
for lodging, board or clothing. 

(c) A person is not entitled to the 
exemption if he: 

(1) does not apply initially for the 
exemption before he becomes 21 years 
of age; 

(2) does not meet all entrance re
quirements of the institution; 

(3) does not maintain a scholastic 
average sufficient to remain in good 
standing. 

( d) A person lose~ his right to _an 
exemption after eight consecutive 
semesters, not including summer se
mesters beginning with the first 
semeste~ for which he registers. 
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(e) A person entitled to an exemp
tion under the provisions of this Act 
may use such exemption: 

(1) only at the public senior col
lege or university which he first at
tends under the provisions of this 
Act; or 

(2) only at the public junior college 
which he first attends, and upon suc
cessful completion of four consecu
tive semesters at such public junior 
College he may continue to use such 
exemption for four consecutive se
mesters only at the public senior col
lege or university which he subse
quently first attends; provided that a 
person entitled to an exemption un
der the provisions of this Act shall, 
when transferring from a public junior 
college to a public senior college or 
university, meet the standard en
trance requirements required by such 
senior college or university of an ap
plicant for admission not covered by 
the provisions of this Act. 

Sec. 3. Physical Examination. (a) 
An eligible employee whose injury re
sults in a disability shall submit to 
a physical examination by a physi
cian designated by the United States 
Social Security Administration to 
conduct physical examinations and to 
make disability reports to the Social 
Security Administration. 

(b) If the physician decides the in
jury received has resulted in a dis
ability he shall certify this fact to 
the head of the department which 
employs the employee. 

Sec. 4. Certification. (a) The head 
of the department which employed the 
eligible employee at the time he sus
tained the injury shall file a certifi
cate with the Commissioner of Higher 
Education on a form prepared by 
the Commissioner for the purpose. 
The head of the department shall at
tach the certificate of the examining 
physician if an examination is re
quired by Section 3 of this Act. 

(b) A copy of the certificate on file 
with the commissioner is sufficient 
evidence for the institution to grant 
the exemption. 

Sec. 5. Emergency. The importance 
of this legislation and the crowded 
condition of the calendars in both 
Houses create an emergency and an 
imperative public necessity that the 
Constitutional Rule requiring bills to 
be read on three several days in each 
House be suspended, and the Rule is 
hereby suspended. 

The Conference Committee Report 
was read and was adopted. 

House Bill on Fint Reading 

The following bill received from 
the House was read the first time 
and referred to the committee indi
cated: 

H. B. No. 1099, To the Committee 
on Counties, Cities and Towns. 

Reports of Standing Committees 

Senator Schwartz by unanimous 
consent submitted the following re
port: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We your Committee on lllil

itary and Veterans' Affairs, to which 
was referred H. B. No. 419, have had 
the same under consideration, and I 
am instructed to report it back to 
the Senate with the recommendation 
that it do pass, and be printed. 

SCHWARTZ, Chairman. 

Senator Ratlilf by unanimous con
sent submitted the following reports: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred H. B. No. 316, have had the 
same under consideration, and I am 
instructed to report it back to the 
Senate with the recommendation that 
it do pass, and be printed. 

RATLIFF, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred H. B. No. 1099, have had the 
same under consideration, and I am 
instructed to report it back to the 
Senate with the recommendation that 
it do pass, and be printed. 

RATLIFF, Chairman. 

House Bill 419 Ordered Not Printed 

On Motion of Senator Kazen and 
by unanimous consent H. B. No. 419 
was ordered not printed. 

House Bill 341 Ordered Not Printed 

On motion of Senator Aikin and 
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by unanimous consent H. B. No. 341 
was ordered not printed. 

House Bill 1099 Ordered Not Printed 

On motion of Senator Strong and 
by unanimous consent H. B. No. 1099 
was ordered not printed. 

Recess 

On motion of Senator Hardeman 
the Senate at 12:00 o'clock M. took 
recess until 2:30 o'clock p.m. today. 

After Recess 

The President called the Senate to 
order at 2:30 o'clock p.m. 

Report of Standing Committee 

Senator Dies by unanimous con
sent submitted the following report: 

Austin, Texas, 

I have felt undergirded by our 
Master's supporting strength for 
which I am most grateful. 

With kindest personal regards to 
each of you, 

Sincerely, 
JOE BETSY ALLRED 

On motion of Senator Aikin and by 
unanimous consent the communica
tion was ordered printed in the Sen
ate Journal. 

House Joint Resolution 25 
on Second Reading 

The President laid before the Sen
ate as Unfinished Business H. J. R. 
No. 25 (The resolution having been 
read the second time on Wednesday, 
May 19, 1965). 

Question-Shall H. J. R. No. 25 be 
passed to third reading? 

May 19, 1965. Senator Strong offered the follow-
Hon. Preston Smith, President of the ing amendment to the resolution: 

Senate. 
Sir: We, your Committee on Priv

ileges and Elections, to which was 
referred H. B. No. 258, have had the 
same under consideration, and I am 
instructed to report it back to the 
Senate with the recommendation that 
it do pass, as amended, and be 
printed. 

DIES, Chairman. 

Amend H. J. R. No. 25 by striking 
from Section 1 the word and figure 
"fifteen ( 15)" and inserting in lieu 
thereof the word and figure "fifty 
(50)." 

The amendment was read. 

Question-Shall the amendment by 
Senator Strong to H. J. R. No. 25 be 
adopted? 

Communication Ordered Printed 
in Senate Journal On motion of Senator Dies and by 

unanimous consent H. J. R. No. 25 
Senator Hightower read the fol- was recommitted to the Committee 

lowing communication from Mrs. Joe on Constitutional Amendments. 
Betsy Allred: 

May 13th, 1965 
The Members of the Senate of the 

State of Texas 
Dear Friends: 

I was deeply touched when I opened 
and read the Senate Resolution which 
you sent me in memory of my pre
cious son, Jimmie. My boys and I ap
preciate, more than words can ex
press, this Resolution and this lovely 
tribute which you have paid to Jim
mie in the Senate Journal. 

I know his father would have ap
preciated it as much as I do. 

This sorrow has been almost more 
than we could bear. The loving con
cern of our friends has helped to ease 
the ache in our hearts. 

Senate Bill 278 with 
House Amendment 

Senator Spears called S. B. No. 278 
from the President's table for con
sideration of the House amendment to 
the bill. 

The President laid the bill and the 
following House amendment before 
the Senate: 

Committee Amendment 1 

Amend S. B. No. 278 by striking all 
below the enacting clause and substi
tuting the following: 

Section 1. That Section 1 of H. B. 
No. 262, Ch. 114, Acts of the Regular 
Session, 58th Legislature, approved 
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May 3, 1963, be and the same is here
by amended so that the same shall 
hereafter read as follows: 

"Sec. 1. There is hereby created a 
court to be held in and for Bexar 
County, Texas, which shall be known 
as the 'County Civil Court at Law 
of Bexar County, Texas,' and it shall 
be the court created by H.B. No. 262, 
Chapter 1!14, Acts of the 58th Legis
lature, Regular Ses.sion; provided, 
however, that upon the effective date 
of this amendment the name of said 
Court is changed to and will there
after be known as the 'Bexar County 
Court at Law No. 4, of Bexar County, 
Texas'." 

Section 2. That Sec. 2, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby 
amended so that the same shall here
after read as follows: 

"Sec. 2. The Bexar County Court at 
Law No. 4, of Bexar County, Texas 
shall have and exercise concurrent 
jurisdiction, powers and duties in all 
civil and criminal actions, proceedings 
and matters, original and appellate, 
over which by the Constitution and 
General Laws of this State, the Coun
ty Court of Bexar County, Texas, and 
the County Courts at Law Nos. 1, 2 
and 3, of Bexar County have jurisdic
tion except as provided in Section 3 
of this Act." 

Section 3. That Sec. 3, of H. B. No. 
262, Ch. 114, 58th Legislature, Regu
lar Session, approved May 3, 1963, be, 
and the same is hereby amended so 
that the same shall hereafter read as 
follows: 

"Sec. 3. The County Court of Bexar 
County, Texas, shall retain as here
tofore, the general jurisdiction of a 
probate court; it shall probate wills, 
appoint guardians of minors, idiots, 
lunatics, persons non compos mentis, 
and common drunkards; grant letters 
testamentary and/or administration, 
•ettle accounts of executors, adminis
trators and guardians, transact all 
business appertaining to deceased per
sons, and to hear and determine all 
matters affecting juvenile offenders 
as now provided by law and to hear 
and determine all matters affecting 
minors, idiots, lunatics, persons non 
compos mentis, and common drunk
ards, including the settlement, parti
tion and distribution of estates of de
ceased persons, and shall have juris
diction to hear and determine all mat-

ters relating to or arising out of the 
granting or revoking of liquor li
censes, and all matters appertaining 
thereto, and to apprentiee minon. 
The County Judge of Bexar County 
shall be the Judge of the County 
Court of Bexar County, and shall be 
the presiding oftker of the Commis
sioners Court; all ex-oftlcio duties of 
the County Judge shall be exercised 
by said Judge of the County Court of 
Bexar County, except insofar as the 
same shall, by this Act, or otherwise 
by law, have been committed to the 
Judges of the Bexar County Court at 
Law Nos. 1, 2, 3 and 4, of Bexar 
County, Texas. The County Conrt of 
Bexar County, Texas, and the Judge 
thereof shall have and retain the 
same jurisdiction, powers, duties, fees 
and perquisties of oftice as are 
conferred on said County Court of 
Bexar County, Texas, or the Judge 
thereof, at and before the passage 
and taking effect of this Act, and this 
Act shall in no wise alfect said Coun
ty Court or the Judge thereof except 
as provided herein. 

Section 4. That Sec. 4, of H.B. No. 
262, Ch. 114, Acts of the Regular Ses
sion, 58th Legislature, approved May 
3, 1963, be, and the same is hereby 
amended so that the same shall here
after read as follows: 

"Sec. 4. From and after the pas
sage and taking effect of this Act, all 
actions, cases, matters or proceedings 
of eminent domain arising under Title 
52, Articles 3264, to 3271, inclusive, 
of the Revised Civil Statutes of Tex
as, as amended, or under the provi
sions of House Bill No. 77, Chapter 
423, pages 1128 to 1130, inclusive, 
Acts 1955, Regular Session, now codi
fied as Article 6674-n of Vernon's An
notated Civil Statutes of Texas or 
otherwise, as well as all proceedings 
instituted under the_ provisions of the 
Acts, 1957, Fifty-fifth Legislature, 
Regular Session, Chapter 243, pages 
506, et seq., now codified as Article 
5547-1, et seq., Title 92, of the Re
vised Civil Statutes of Texas, as 
amended, and known and cited as The 
Texas Mental Health Code, and all 
amendments thereto, may be filed, 
either in the County Court of Bexar 
County, Texas, or in the Bexar Coun
ty Court at Law No. 4, of Bexar 
County, Texas, in the same manner 
and under the same cireumstances 
and conditions as now obtain for the 
filing of such actions, proceedinn and 
matters in the County Court of Bexar 
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County, Texas, or with the County 
Judge, and all such actions, cases, 
matters or proceedings shall be dock
eted in the order in which filed in 
either of said Courts, or in such other 
manner as may be determined by the 
Juage of the Bexar County Court at 
Law No. 4, of Bexar County, Texas, 
and the County Judge of Bexar Coun
ty, Texas. From and after the pas
sage and taking effect of this Act all 
actions, matters and proceedings over 
which the Bexar County Court at 
Law No. 4, of Bexar County, Texas, 
is granted jurisdiction by this Act 
may be filed in said Bexar County 
Court at Law No. 4, of Bexar County, 
Texas, in the same manner and under 
the same conditions, circumstances 
and instances as now obtain for the 
filing of civil and criminal actions, 
matters and: proceedings in the Coun
ty Court at Law No. 1, the County 
Court at Law No. 2, and the County 
Court at Law No. 3, all of Bexar 
County, Texas, and all such actions, 
matters and proceedings shall be 
docketed in the order in the Court in 
which field, or in such manner as may 
be determined by a majority of the 
Judges of the said County Courts at 
Law, and the County Judge of Bexar 
County, Texas. It is the intention of 
this Act that the County Court of 
Bexar County, Texas, and the Bexar 
Co;inty Court at Law No. 4, of Bexar 
County, Texas, shall have concurrent 
jurisaiction in all matters of eminent 
domain or condemnation actions, 
cases, matters and proceedings and to 
proceedings instituted under the pro
visions of the Texas Mental Health 
Code." 

Section 5. That Sec. 5, of H. B. No. 
262, Ch. 114, Acts of the Regular Ses
sion, 58th Legislature, approved May 
3, 1963, be, and the same is hereby 
amended so that the same shall here
after read as follows: 

"Sec. 5. The Bexar County Court at 
Law No. 4, of Bexar County, Texas, 
shall have, and exercise, jurisdiction 
in and over any criminal action, pro
ceeding or matter as the same is now, 
or may hereafter be, vested in the 
County Court and/ or County Courts 
at Law of this State having jurisdic
tion in criminal actions, proceedings 
and matters under the Constitution 
and Laws of Texas, and said Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, shall have appellate 
jurisdiction of appeals in criminal 
cases or matters from the Justice 
Courts of Bexar County, Texas, or 

from the Corporation Courts of the 
several incorporated cities and/or 
towns within said County, the same 
as is now, 01· may he1·eafter be, vested 
in the Judges of the County Courts 
and/or County Courts at Law of this 
State, having criminal jurisdiction. 

Section 6. That Sec. 6, of H. B. No. 
262, Ch. 114, Acts of the Regular Ses
sion, 58th Legislature, approved May 
3, 1963, be, and the same is hereby 
amended so that the same shall here
after read as follows: 

"Sec. 6. The Bexar County Court 
at Law No. 4, of Bexar County, Tex
as, shall hold six ( 6) terms of Court 
each year, commencing on the first 
Monday in January, March, May, 
July, September and November of 
each year, and each term shall con
tinue until the business of said Court 
shall have been disposed of, provided, 
however, that no term of said Court 
shall continue beyond the date fixed 
for the commencement of its new 
term, except upon an order entered 
on its Minutes during the term ex
tending the term for any particular 
causes therein specified." 

Section 7. That Sec. 7, of H.B. No. 
262, Ch. 114, Acts of the Regular Ses
sion, 58th Legislature, approved May 
3, 1963, be, and the same is hereby 
amended so that the same shall here
after i·ead as follows: 

"Sec. 7. The Judge of said Bexar 
County Court at Law No. 4, Bexar 
County, Texas, shall be elected at the 
general election by the qualified vot
ers of Bexar County for a term of 
four ( 4) years and shall hold his of
fice until his successor shall have been 
elected and qualified. He shall be a 
duly licensed and practicing member 
of the Bar of this State; he shall take 
the oath of office prescribed by the 
Constitution of Texas, but no bond 
shall be required of such Judge. The 
Judge of the Bexar County Court at 
Law No. 4, of Bexar County, Texas, 
shall receive and: shall be paid the 
same salary as is now, or as may 
hereafter be, prescribed by law for 
the Judges of the several County 
Courts at Law of Bexar County, Tex
as, in equal monthly installments out 
of the General Fund of Bexar Coun
ty, Texas by warrants drawn on the 
County Treasurer of said County up
on orders of the Commissioners Court 
of Bexar County." 

Section 8. That Sec. 8, of H.B. No. 
262, Ch. 114, Acts of the Regular Ses
sion, 58th Legislature, approved May 
3, 1963, be, and the same is hereby 
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amended so that the same shall here
after read as follows: 

"Sec. 8. As this act does not create 
a new court, but merely changes the 
name of the "County Civil Court at 
Law of Bexar County, Texas," to the, 
"Bexar County Court at Law No. 4, 
of Bexar County, Texas," that from 
and after the efl'ective date of this 
Act, the Judge elected at the General 
Election in November of 1964, as the 
Judge of the County Civil Court at 
Law of Bexar County, Texas, will be 
the Judge of the Bexar County Court 
at Law No. 4, of Bexar County, Tex
as, for the term for which so elected 
in said General Election of 1964, and 
at the General Election to be held in 
November, 1968, a Judge shall be 
elected as provided in Section 7 here
of. 

Section 9. That Sec. 9, of H. B. No. 
262, Ch. 114, Acts of the Regular 
Session, 58th Legislature, approved 
May 3, 1963, be, and the same is here
by amended so that the same shall 
hereafter read as follows : 

"Sec. 9. The Clerk of said Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, shall keep a docket for 
said Court, the same as lS now or may 
be provided by law for the keeping of 
dockets for the County Courts at Law 
of Bexar County, Texas; he shall tax 
the Official Reporter's fee as costs in 
civil and criminal actions in like man
ner as said fee is taxed in the County 
Courts at Law of Bexar County, Tex
as, and each of them may, with the 
consent of the Judge of the Court to 
which transfer is made, transfer civil 
and criminal actions, matters and 
proceedings from his respective court 
to any one of the other Courts by the 
entry of an ord'er to that effect upon 
the docket of such court; and the 
Judge of the court to which any such 
civil or criminal action, matter or 
proceeding shall have been trans
ferred shall have jurisdiction to hear 
and determine said matter or matters 
and render and enter the necessary 
and proper orders, decrees and judg
ments therein in the same manner and 
With the same force and effect as if 
such case. action, matter or proceed
ing had been originally filed in said 
court to which transferred. Provided, 
however, that no cause, action, mat
ter, case or proceeding shall be trans
ferred without the consent of the 
Judge of the court to which trans
ferred." 

Section 10. That Sec. 10, of H. B. 

No. 262, Ch. 114, Acts of the Regular 
Session, 68th Legislature, approved 
May 3, 1963 be, and the same is here
by amended so that the same shall 
hereafter read as follows: 

"Sec. 10. The Judge of Bexar Coun
ty Court at Law No. 4, of Bexar Coun
ty, Texas, and the County Judge of 
the County Court of Bexar County, 
Texas, and the Judges of the County 
Courts of Bexar County, ma:y, at any 
time, exchange benches with each 
other, and may at any time, sit and 
act for each other in any civil or crim
inal case, proceeding or matter now, 
or hereafter, pending in any of said 
County Courts of Bexar County, Tex
as, and any and all such acts thus 
performed by the .fudge of the Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, and/or by the County 
Judge of Bexar County Court, and/or 
by either of the Judges of the County 
Courts at Law of Bexar County, Tex
as, shall be valid and binding upon 
all parties to such cases, proceedings 
and matters." 

Section 11. That Sec. 11, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby, 
amended so that the same shall here
after read as follows: 

"Sec. 11. In case of the absence, 
disqualification or incapacity of the 
Judge of the Bexar County Court at 
Law No. 4, of Bexar County, Texas, 
the County Judge of Bexar County, 
or any of the Judges of the County 
Courts at Law of Bexar County, 
Texas, may sit and act as Judge of 
said Court and may determine, either 
in his own courtroom or in the court
room of said Bexar County Court at 
Law No. 4, of Bexar County, Texas, 
any orders in such matters and pro
ceedings as the Judge of said Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, might enter if per
sonally presiding therein." 

Section 12. That Sec. 12, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby, 
amended so that the same shall here
after read as follows: 

"Sec. 12. A Special Judge may be 
appointed or elected for the Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, in the same manner as 
may now or hereafter be provided by 
General Laws of this State relating 
to the appointment and election of a 
Special Judge, or Judges, of the sev
eral District and County Courts and 
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County Courts at Law of this State; 
and every such Special Judge thus 
appointed or elected for said Court 
shall receive for his services he may 
actually perform as such Special 
Judge the same amount of pay which 
the regular Judge of said Court would 
be entitled to receive for such serv
ices; and said amount to be paid to 
such Special Judge shall be paid out 
of the General Fund of Bexar Coun
ty, Texas, by warrants drawn upon 
the County Treasury of said County 
upon orders of the Commissioners 
Court of Bexar County, Texas; but no 
part of the amount paid to any special 
Judge shall be deducted from or paid 
out of the salary of the regular Judge 
of said Bexar County Court at Law 
No. 4, of Bexar County, Texas." 

Section 13. That Sec. 13, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby 
amended so that the same shall here
after read as follows: 

cial shorthand reporter, who shall be 
well skilled in his profession and shall 
be a sworn officer of the Court, and 
shall hold his office at the pleasure 
of the Court and all of the provisions 
of Chapter 13, Title 42, of the Revised 
Civil Statutes of Texas, 1925, as 
amended, and as the same may here
after be amended and all other provi
sions of the laws relating to 'official 
court reporters' shall, and the same 
are hereby made to apply in all of its 
provisions, in so far as they are appli
cable, to the official shorthand report
er herein authorized to be appointed, 
and in so far as they are not incon
sistent with the provisions of this Act, 
and such official shorthand reporter 
shall be entitled to the sa!Ile compen
sation paid to official shorthand re
porters in the District Courts of Bexar 
County, Texas, and paid in the same 
manner that compensation of official 
shorthand reporters of said District 
Courts of Bexar County is paid." 

"Sec. 13. The practice in said Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, shall be the same as 
prescribed by Jaw relating to County 
Courts and County Courts at Law. Ap
peals and writs of error may be taken 
from judgments and 01·ders of said 
Bexar County Court No. 4 of Bexar 
County, Texas, and from judgments 
and orders of the Judge thereof in 
both civil and criminal cases, and in 
the same manner as now is, or may 
hereafter be, prescribed by law re
lating to appeals and writs of error 
from judgments and orders of the 
County Courts and County Courts at 
Law throughout this State, and the 
respective. judges thereof, in similar 
cases, and appeals may also be taken 
from interlocutory orders of said 
Bexar County Court at Law No. 4, of 
Bexar County, Texas, overruling a 
motion to vacate an order appointing 
a receiver; provided, however, that the 
procedure and manner in which such 
appeals from interlocutory orders are 
taken shall be governed by the laws 
relating to appeals from similar or
ders of the District Courts through
out this State." 

Section 14. That Sec. 14, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby, 
amended so that the same shall here
after read as follows: 

"Sec. 14. The Judge of the Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, may appoint an offi-

Section 15. That Sec. 15, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby 
amended so that the same shall here
after read as follows: 

"Sec. 15. The Judge of the Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, upon Proper certifica
tion of the County Judge of Bexar 
County, Texas, because of conflicting 
duties, or absence or inability to act, 
or upon the failure or refusal of such 
County Judge to act for any reason 
or cause, shall also be authorized and 
empowered to act for and in the place 
and stead of said County Judge in 
any probate proceeding or matter, and 
may also perform for the County 
Judge of Bexar County, Texas, any 
and all other ministerial acts required 
by the Jaws of this State of said 
County Judge of Bexar County, and 
upon any such certification, the Judge 
of said Bexar County Court at Law 
No. 4, of Bexar County,_Ti;xas, shall 
give preference and priority to all 
such actions, matters and proceed
ings so certified, and any and all such 
acts thus performed by the Judge of 
the Bexar County Court at Law No. 
4 of Bexar County, Texas, shall be 
v~lid and binding upon all parties to 
such actions, matters, and proceed
ings the same as if performed by the 
County Judge of Bexar County, Texas. 
Notwithstanding the additional pow
ers and duties thus conferred upon 
the Judge of the Bexar County Court 
at Law No. 4, of Bexar County, Texas, 
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by the provisions of this paragraph, costs, when collected by said County 
no additional compensation or salary Clerk and his deputies, as well as any 
shall be paid to such Judge, but the and all otb~ BUm~ of m<!Dey recei!911 
compensation or salary of BUch Judge by them m their ofticial capacity, 
shall be and remain the same as now. shall be deposited in ll1ICh fund, or 
or as may be hereafter fixed by law·" paid to the proper ]lel'son o:r persons 

Section 16. That Sec. 16, of H. B. entitled to the same and In the man
N o. 262, Ch. 114, 58tb Legislature, ner as may be prescribed by law. Said 
Regular Session, approve<! May 3, deputy so appointed shall, froJll and 
1963, be, and the same is hereby, after his appointment, confirmation 
amended so that the same shall here- and qualification, as herein pro"rided, 
after read as follows: continue as auch deputy at the pleas-

" Sec. 16. The County Clerk of ure of the Judge of said Bexar CollJl
Bexar County, Texas, shall be the ty Court at Law No. 4, of Bexar 
Clerk of the Bexar County Court at County, Texas, and should said Judge, 
Law No. 4, of Bexar County, Texas, for any reason whatsoever, not fn:r
ln addition to his duties as they . are ther desire tbe services of Sllch dep
now, or may hereafter be, prescnbed uty the CollJlty Clerk of Bllltlll" COGn
by law. The County Clerk of B~r ty ;hall, upon request of such Judge, 
County, Texas, shall, upon the takmg appoint another deputy for BUcli 
effect of this Act, or as soon there- Court such appointment, however, to 
after as may be convenient and neces- be ~de In the manner as hereinbe
sary, appoint a deputy for said Bexar fore provided, and all vac.ancies, bow. 
County Court at Law ~o. 4, of Bexar ever created, shall !>e filled by ap. 
County, Texas, provided, however, pointment made in like manner. The 
that the person so appointed.must be salary of the deputy appointed for 
acceptable to the Judge of said Court, said Court shall be fixed and deter
&11d such appointment must be con- mined br the Judge of llBid Court, 
firmed In writing by the Judge of but shal not exceed the salary now 
said Court before the same becomes being paid to or that may In the fu
effective. Said deputy so appointed ture be paid 'to, the deputieil fo:r tbe 
shall take the oath of office pre- County Courts at Law of Bum Coun
scribed by the Constitution of Texas, ty Texas said annual salary to be 
nd the County Clerk of Bexar Coun- ~to ~ch deputy In equal. monthly 
ty, Texas, shall 11!'-ve tl\e power and lnatallments in the llllUJlltl1" provided 
authority to reqmre said deputy to by law out of auch :fund of Bexar 
furnish bond in BUch ainount as he County Texas as may be prodded 
may prescribe and such bond shall for the' paymei:t of the salariea of the 
be conditioned as prescribed by law. several deputies of the Co1111ty Clerk. 
Said df!]IUty shall act In the name of Provided, however that before auch 
the principal and he may do nd per- monthly salary is paid to said deputy 
form all such oftlcial acts as may 'l?e tbe Judge of the Bexar County Court 
lawfully done and performed b,Y said at Law No. 4, of Beur County, Tex
County Clerk of Bexar County m per- as shall ca118e to be filed with the 
son and it shall be tbe duty of said c~unty Clerk of Bexar County, or 
deputy to attend all sessions of the with the proper o!licer of said COunty, 
Bexar County Court at Law No. 4, of a written statement, signed by said 
Bexar C~nty, .Texas, and to _perform Judge, certifying that said dSJ?llty 
such sel"Vlces m and for said Court has performed the services l'SqQired 
as are uBUally performed by the of him and that he is entitled to re
County Clark and his deputies in &11d eeive said salaey and tuch ulary of 
for the several County Courts of this said depu~ shall be paid to him only 
State, and said deputy shall !Uso per- upon eerti1ication so filed ·by said 
form any and all other sel"Vlces that Judge Provided, hcnnwer, that neth
may, from time to tim'!• be assign'!'i ing c~ntained In thi& Section of this 
him by the Judge of said Court. Said Act is intended to eh&nge or alter the 
deputy shall, in all eases, that may duties and powers that have hereto
be filed in said Bexar County Court fore been and are now being exer
at Law No. 4, of Bexar County, Te::c- cised by the County Cledt of~ Bexar 
as, or that may be transferred to said County, Texas, except as herein spe
Court from the County Court of cifically &lid expressly set out." 
Bexar County, Texas, and tax and as- Section 17. That Sec. 17, of H. B. 
seas and collect the saine fees and N 262 Ch 114 58th Legislature, 

ts and in the same manner as now o. • · . • :Ma: 3 ~~!vided by law for the County Courts Regular Session, approve«! .._!..._• 
of thia State, and all such fees and 1963, be, and the same 11 ..,...,.,7, 
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amended so that the same shall here
after read as follows: 

"Sec. 17. The Sheriff of Bexar 
County, Texas, shall, by and through 
a deputy to be appointed as herein
after provided, attend all sessions of 
said Bexar County Court at Law No. 
4, of Bexar County, Texas, and said 
Sheriff shall, upon the taking effect 
of this Act, or as soon thereafter as 
may be necessary and convenient, ap
point one deputy for said Court, pro
vided, however, that the person so 
appointed must be acceptable to the 
Judge of said Court and said appoint
ment of said deputy must be ap
proved and confirmed in writing by 
said Judge before the same becomes 
effective. The deputy so appointed 
shall, before assuming his duties, 
take the oath of office prescribed by 
law and the Sheriff of Bexar County, 
Texas, shall be authorized and em
powered to require said deputy to 
furnish bond in such amount as he 
may determine, the same to be con
ditioned and payable as may be pre
scribed by law. Said deputy shall do 
and perform all such official acts as 
may be lawfully done and performed 
by the Sheriff of Bexar County, Tex
as, in person, and such deputy shall, 
from and after his appointment, con
firmation and qualification as here
inabove provided, continue as such 
at the pleasure of the Judge of the 
Bexar County Court at Law No. 4, 
of Bexar County, Texas, and should 
said Judge, for any reason whatso
ever, no longer desire the services of 
said deputy, the Sheriff of Bexar 
County, shall, upon request of such 
Judge, appoint another deputy for 
said Court, such appointment how
ever, to be made in the same manner 
as hereinabove prescribed. It shall be 
the duty of such deputy to attend all 
sessions of said Court and also to per
form and render such services in and 
for said Court, and for the Judge 
thereof, as are usually and generally 
performed and rendered by Sheriffs 
and their deputies in and about the 
several Districts and County Courts 
of this State, including the serving of 
any and all process, subpoenas, war
rants and wi·its of any and all kinds, 
nature or character, in civil and/or 
criminal matters and proceedings, and 
it shall be the duty of said deputy to 
also perform and render any and all 
other services that may, from time 
to time, be assigned to him by the 

Judge of said Court. Said deputy shall 
have, possess and enjoy the same 
rights, powers, authority and privil
eges that the Sheriffs and their depu
ties throughout this State now, or 
may hereafter, have, possess and en
joy; and said deputy is authorized to 
act for the Deputy Sheriff of the 
County Court of Bexar County, Tex
as, and each such deputy shall be au
thorized and empowered to act for 
each other, and it shall be the duty of 
such deputies to act for one another 
when required to do so by either of 
the Judges of said Courts, or by the 
Sheriff, but the deputy thus acting 
for the other shall not be entitled to 
receive, nor shall he be paid, any ad
ditional compensation. The Sheriff of 
Bexar County shall, in the event of 
a vacancy, caused for any reason 
whatsoever, immediately appoint an
other deputy for such Court, such 
appointment, however, to be subject 
to the wi·itten approval and confirma
tion of the Judge of said Court. The 
salary of the deputy Sheriff appoint
ed for said Court shall be determined 
and fixed by the Judge of said Court 
but shall oot exceed the salary now 
being paid to the deputy Sheriffs for 
the County Courts at Law of Bexar 
County, Texas; said annual salary 
shall be paid to such deputy in equal 
monthly installments out of such 
funds of Bexar County as is provided 
by law for the payment of the sal
aries of the several deputies of the 
Sheriff of Bexar County, and payment 
to be made in the manner pre
scribed by law. Provided, however, 
that before such monthly salary is 
paid to said deputy, the Judge of the 
Bexar County Court at Law No. 4, of 
Bexar County, Texas, shall cause to 
be filed with the Sheriff of Bexar 
County, Texas, or with the proper offi
cer of said County, a written state
ment, signed by said Judge, certify
ing that said deputy has performed 
and rendered the services required of 
him and that he is entitled to receive 
his salary. And provided, further, 
that nothing contained in this Section 
of this Act is intended to change or 
alter the duties and powers of the 
Sheriff of Bexar County, Texas, ex
cept as herein specifically and ex
pressly provided." 

Section 18. That Sec. 18, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby, 
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amended so that the same shall here
after read as follows: 

"Sec. 18. The Bexar County Court 
at Law No. 4, of Bexar County, Tex
as, or the Judge thereof, shall have 
power to issue writs of injunction, of 
mandamus and all other writs neces
sary to the enforcement of the juris
diction of said Court." 

Section 19. That Sec. 19, of H. B. 
No. 262, Ch. '114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby, 
amended so that the same shall here
after read as follows: 

"Sec. 19. The seal of the Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, shall be the same as 
that prescribed by law for County 
Courts except that such seal shall 
contain the words 'Bexar County 
Court at Law No. 4, of Bexar Coun
ty, Texas,' and said seal shall be 
judicially noticed." 

Section 20. That Sec. 20, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby, 
amended so that the same shall here
after read as follows: 

"Sec. 20. For the purpose of dis
posing of the business of said Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, there shall be appoint
ed by the Criminal District Attorney 
of Bexar County, Texas, in addition 
to the assistants now provided by Jaw, 
one assistant for the purpose of con
ducting the duties of his office in said 
Court. Said assistant shall be paid a 
salary to be set by the said Criminal 
District Attorney and approved by 
the Commissioners Court of Bexar 
County, Texas, the same to be paid 
in equal monthly installments by said 
County upon warrants drawn against 
the General Fund of Bexar County by 
orders of the Commissioners Court." 

Section 21. That Sec. 21, of H. B. 
No. 262, 58th Legislature, Regular 
Session, approved May 3, 1963, be, 
and the same is hereby, amended so 
that the same shall hereafter read 
as follows: 

"Sec. 21. All laws and parts of law 
in conflict with any of the provisions 
of this Act are hereby repealed to the 
extent of such conflict only." 

Section 22. That Sec. 22, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby, 
amended so that the same shall here
after read as follows: 

"Sec. 22. If any provisions of this 
Act or the application thereof to any 
person or circumstance is held in
valid, such invalidity shall not affect 
other provisions or applications of 
this Act which can be given effect 
without the invalid provisions or ap
plications, and to this end the pro
visions of this Act are declared to be 
severable." 

Section 23. That Sec. 23, of H. B. 
No. 262, Ch. 114, 58th Legislature, 
Regular Session, approved May 3, 
1963, be, and the same is hereby, 
amended so that the same shall here
after read as follows: 

"Sec. 23. The fact that the Bexar 
County Court at Law No. 4, of Bexar 
County, Texas, should be granted con
current jurisdiction with the County 
Court of Bexar County, Texas, in all 
actions, cases, matters or proceedings 
of eminent domain arising under Title 
52, Articles 3264 to 3271, inclusive, 
of the Revised Civil Statutes of Tex
as, as amended, or under the pro
visions of House Bill No. 77, Chap
ter 423, pages 1128 to 1130, inclusive, 
Act&, 1955, Regular Session, now 
codified as Article 6674-n of Vernon's 
Annotated Civil Statutes of Texas 
or otherwise, as well as all proceed
ings instituted under the provisions 
of the Acts, 1957, Fifty-Fifth Legis
lature, Regular Session, Chapter 243, 
pages 505, et seq., now codified as 
Article 5547-1, et seq., Title 92 of 
the Revised Civil Statutes of Texas, 
as amended, and known and cited as 
the Texas Mental Health Code, and 
all amendments thereto, and the fur
ther fact that the business of the 
County Court of Bexar County, and 
of the several County Courts at Law 
of Bexar County, is so extensive and 
voluminous as to render it impossible 
for said Courts to dispose of the same 
with due dispateh, thereby seriously 
obstructing the efficient administra
tion of the laws in said County in 
candemnation, mental health and oth
er civil and/or criminal matters and 
proceedings, and the performance of 
ministerial duties required by the 
laws of this State of the County 
Judge of said County, and the crowd
ed condition of the Calendars of both 
Houses create an emergency and an 
imperative public necessity that the 
Constitutional Rule requiring bills to 
be read on three several days in each 
House be suspended, and said Rule 
is hereby suspended, and that this 
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Act take effect and be in force from 
and after its passage, and it is so en
acted." 

The amendment was read. 

Senator Spears moved that the 
Senate concur in the House Amend
ment. 

The motion prevailed. 

House Bill 474 Re-referred 

On motion of Senator Herring and 
by unanimous consent H. B. No. 474 
was withdrawn from the Committee 
on State Affairs and re-referred to 
the Committee on State Depart
ments and Institutions. 

House Bill 1004 Re-referred 

On motion of Senator Herring and 
by unanimous consent H. B. No. 1004 
was withdrawn from the Committee 
on State Affairs and re-referred to 
the Conimittee on Jurisprudence. 

House Bill 779 Re-referred 

On motion of Senator Hightowe1· 
and by unanimous consent H. B. No. 
779 was withdrawn from the Commit
tee on State Affairs and re-referred 
to the Committee on Jurisprudence. 

House Bill on First Reading 

The following bill received from 
the House was read the first time and 
referred to the committee indicated: 

H. B. No. 126-To the Committee 
on Counties, Cities and Towns. 

Conference Committee Report on 
Senate Bill 141 

Senator Creighton submitted the 
following Conference Committee Re
port on S. B. No. 141: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 

Hon. Ben Barnes, Speaker of the 
House of Representatives. 
Sir: We, your Conference Commit

tee, appointed to adjust the differ
ences between the Senate and the 
House of Representatives on S. B. 
No. 141 have met and had same un
der consideration, and beg to report 
it back with the recommendation that 
it do pass in the form and text here
to attached. 

CREIGHTON 

CALHOUN 
HERRING 
PARKHOUSE 
WORD 

On the part of the Senate. 
MOYER 
BLANKENSHIP 
ROSSON 
BROWN 
SATTERWHITE 

On the part of the House. 

S. B. No. 141 
A BILL 

TO BE ENTITLED 
AN ACT to be known as the Uni

form Commercial Code, relating to 
Certain Commercial Transactions 
in or regarding Personal Property 
and Contracts and other Documents 
concerning them, including Sales, 
Commercial Paper, Bank Deposits 
and Collections, Letters of Credit, 
Bulk Transfers, Warehouse Re
ceipts, Bills of Lading, other Docu
ments of Title, Investment Securi
ties, and Secured Transactions, in
cluding certain Sales of Accounts, 
Chattel Paper, and Contract 
Rights; ProYiding for Public No
tice to Third Parties in Certain 
Circumstances; Regulating Proce
dure, Evidence and Damages in 
Certain Court Actions Involving 
such Transactions, Contracts or 
Documents; to Make Uniform the 
Law with Respect Thereto; Re
pealing Inconsistent Legislation; 
amending Chapter 195, Acts of the 
52nd Legislature, 1951; providing 
an appropriation; and declaring an 
emergency. 

BE IT ENACTED BY THE LEGIS
LATURE OF THE STATE OF 
TEXAS: 

ARTICLE 1 
GENERAL PROVISIONS 

PART 1 
SHORT TITLE, CONSTRUCTION, 

APPLICATION AND SUBJECT 
MATTER OF THE ACT 

Section 1-101. Short Title. 
This Act shall be known and may 

be cited as Uniform Commercial 
Code. 

Section 1-102. Purposes; Rules of 
Construction; Variation by Agree
ment. 

( 1) This Act shall be liberally con
strued and applied to promote its un
derlying purposes and policies. 

(2) Underlying purposes and poli
cies of this Act are : 
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(a) to simplify, clarify and mod- tion the parties may agree that the 
ernize the law goveming commercial law either of this state or of such 
transactions; other state or nation shall govem 

(b) to permit the continued expan- their rights and duties. Failing such 
sion of commercial practices through agreement this Act applies to trans
custom, usage and agreement of the actions bearing an appropriate rela-
parties; ti on to this State. 

(c) to make uniform the law (2) Where one of the following 
among the various jurisdictions. provisions of this Act specifies the 

(3) The effect of provisions of this applicable law, that provision gov
Act may be varied by agreement, ex- erns and a contrary agreement is ef
cept as otherwise provided in this fective only to the extent permitted 
Act and except that the obligations by the law (includi~ the conftict of 
of good faith, diligence, reasonable- laws rules) so specified: 
ness and care prescribed by this Act Rights of creditors against sold 
may not be disclaimed by agreement goods. Section 2--402. 
but the parties may by agreement de- ~plicability of the Article on 
termine the standards by which the d 
performance of such obligations is to Ba Deposits an Collections. Sec-
be measured if such standards are tion 4-102. 
not manifestly unreasonable. Bulk transfers subject to the Ar-

( 4) The presence in certain pro- ticle on Bulk Transfers. Section 6-
visions of this Act of the words "un- 102. 
less otherwise agreed" or words of Applicability of the Article on In
similar import does not imply that vestment Securities. Section ~106. 
the effect of other provisions may Policy and scope of the Article on 
not be varied by agreement under Secured Transactions. Sections 9--
subsection ( 3). 102 and 9--103. 

(5) In this Act unless the context Section 1-106. Remedies to Be Lib-
otherwise requires: erally Administered. 

(a) words in the singular number (1) The remedies provided by this 
include the plural, and in the plural Act shall be liberally administered 
include the singular; to the end that the aprieved party 

(b) words of the masculine gender may be put in as good a position as 
include the feminine and the neuter, if the other party had fully per
and when the sense so indicates formed but neither consequential or 
words of the neuter gender may re- special nor penal damages may be had 
fer to any gender. except as specifically provided in this 

Section 1-103. Supplementary Gen- Act or by other rule of law. 
era! Principles of Law Applicable. (2) Any right or obligation de-

Unless displaced by the particular cl a red by this Act is enforceable by 
provisions of this Act, the principles action unless the provisions declaring 
of law and equity, including the law it specifies a different and limited 
merchant and the Jaw relative to ca- effect. 
pacity to contract, principal and Section 1-107. Waiver or Renuncia
agent, estoppel, fraud, misrepresenta- tion of Claim or Right After Breach. 
tion, duress, coercion, mistake, bank- Any claim or right arising out of 
1·uotcy, or other validating or in- an alleged breach can be discharged 
validating cause shall supplement its in whole or in part without considera
provisions. tion by a written waiver or renuncia-

Section 1-104. Construction tion signed and delivered by the ag-
Against Implicit Repeal. grieved party. 

This Act being a general Act in- Section 1-108. Severability. 
tended as a unified coverage of its If any provision or clause of this 
subject matter, no 11art of it shall be Act or a'l'plication thereof to any per
deemed to be imphedly repealed by son or circumstances is held invalid, 
subsequent legislation if such con- such invalidity shall not affect other 
struction can reasonably be avoided. provisions or applications of the Act 

Section 1-105. Territorial Applies- which can be given effect without 
tion of the Act; Parties' Power to the invalid provision or application, 
Choose Applicable Law. and to this end the provisions of this 

( 1) Except as provided hereafter Act are declared to be severable. 
in this section, when a transaction Section 1-109. Section Captions. 
bears a reasonable relation to this Section captions are parts of this 
state and also to another state or na- Act. 
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PART 2 
GENERAL DEFINITIONS AND 

PRINCIPLES OF 
INTERPRETATION 

Section 1-201. General Definitions. 
Subject to additional definitions 

contained in the subsequent Articles 
of this Act which are applicable to 
specific Articles or Parts thereof, and 
unless the context otherwise requires, 
in this Act: 

(1) "Action" in the sense of a ju
dicial proceeding includes recoupment, 
counterclaim, set-off, suit in equity 
and any other proceedings in which 
rights are determined. 

(2) "Aggrieved party" means a 
party entitled to resort to a remedy. 

(3) "Agreement" means the bar
gain of the parties in fact as found 
in their language or by implication 
from other circumstances including 
course of dealing or usage of trade or 
course of performance as provided in 
this Act (Sections 1-205 and 2-
208). Whether an agreement has le
gal consequences is determined by the 
provisions of this Act, if applicable; 
otherwise by the law of contracts 
(Section 1-103). (Compare "Con
tract.") 

(4) "Bank" means any person en
gaged in the business of banking. 

(5) "Bearer" means the person in 
possession of an instrument, docu
ment of title, or security payable to 
bearer or indorsed in blank. 

( 6) "Bill of lading" means a docu
ment evidencing the receipt of goods 
for shipment issued by a person en
gaged in the business of transporting 
or forwarding goods, and includes an 
airbill. "Airbill" means a document 
serving for air transportation as a 
bill of lading does for marine or rail 
transportation, and includes an air 
consignment note or air waybil!. 

(7) "Branch" includes a separately 
incorporated foreign branch of a 
bank. 

(8) "Burden of establishing" a 
fact means the burden of persuad
ing the triers of fact that the exist
ence of the fact is more probable 
than its non-existence. 

(9) "Buyer in ordinary course of 
business" means a person who in good 
faith and without knowledge that the 
sale to him is in violation of the 
ownership rights or security interest 
of a third party in the goods buys in 
ordinary course from a person in the 
business of selling goods of that kind 
but does not include a pawnbroker. 

"Buying" may be for cash or by ex
change of other property or on se
cured or unsecured credit and in
cludes receiving goods or documents 
of title under a pre-existing contract 
for sale but does not include a trans
fer in bulk or as security for or in 
total or partial satisfaction of a 
money debt. 

(lO)"Conspicuous": A term or 
clause is conspicuous when it is so 
written that a reasonable person 
against whom it is to operate ought 
to have noticed it. A printed heading 
in Capitals (as: NON-NEGOTI
ABLE BILL OF LADING) is con
spicuous. Language in the body of a 
form is "conspicuous" if it is in 
larger or other contrasting type or 
color. But in a telegram any stated 
term is "conspicuous." Whether a 
term or clause is "conspicuous" or 
not is for decision by the court. 

(11) "Contract" means the total 
legal obligation which results from 
the parties' agreement as affected by 
this Act and any other applicable 
rules of law. (Compare "Agree
ment.") 

(12) "Creditor" includes a general 
creditor, a secured creditor, a lien 
creditor and any representative of 
creditors, including an assignee for 
the benefit of creditors, a trustee in 
bankruptcy, a receiver in equity and 
an executor or administrator of an 
insolvent debtor's or assignor's estate. 

( 13) "Defendant" includes a per
son in the position of defendant in a 
cross-action or counterclaim. 

(14) "Delivery" with respect to 
instruments, documents of title, chat
tel paper or securities n1eans volun
tary transfer of possession. 

(15)"Document of title" includes 
bill of lading, dock warrant, dock re
ceipt, warehouse receipt or order for 
the delivery of goods, and also any 
other document which in the regular 
course of business or financing is 
treated as adequately evidencing that 
the person in possession of it is en
titled to receive, hold and dispose of 
the document and the goods it cov
ers. To be a document of title a docu
ment must purport to be issued by or 
addressed to a bailee and purport to 
cover goods in the bailee's possession 
which are either identified or are fun
gible portions of an identified mass. 

(16) "Fault" means wrongful act, 
omission or breach. 

(17) "Fungible" with respect to 
goods or securities means goods or 
securities of which any unit is, by 
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nature or usage of trade, the equiva
lent of any other like unit. Goods 
which are not fungible shall be 
deemed fungible for the purposes of 
this Act to the extent that under a 
particular agreement or document un
like units are treated as equivalents. 

(18) "Genuine" means free of 
forgery or counterfeiting. 

(19) "Good faith" means honesty 
in fact in the conduct or transaction 
concerned. 

(20) "Holder" means a person who 
is in possession of a document of title 
or an instrument or an investment 
security drawn, issued or indorsed to 
him or to his order or to bearer or in 
blank. 

(21) To "honor" is to pay or to ac
cept and pay, or where a credit so 
engages to purchase or discount a 
draft complying with the terms of 
the credit. 

(22) "Insolvency proceedings" in
cludes any assignment for the benefit 
of creditors or other proceedings in
tended to liquidate or rehabilitate the 
estate of the person involved. 

(23) A person is "insolvent" who 
either has ceased to pay his debts in 
the ordinary course of business or 
cannot pay his debts as they become 
due or is insolvent within the mean
ing of the federal bankruptcy law. 

(24) "Money'' means a medium of 
exchange authorized or adopted by a 
domestic or foreign government as a 
part of its currency. 

(25) A person has "notice" of a 
fact when 

(a) he has actual knowledge of it; 
or 

(b) he has received a notice or 
notification of it; or 

( c) from all the facts and circum
stances known to him at the time in 
question he has reason to know that 
it exists. 

A person "knows" or has "knowl
edge" of a fact when he has actual 
knowledge of it. "Discover" or "learn" 
or a word or phrase of similar import 
refers to knowledge rather than to 
reason to know. The time and circum
stances under which a notice or noti
fication may cease to be effective are 
not determined by this Act. 

( 26) A pel'Son "notifies" or "gives" 
a notice or notification to another by 
taking such steps as may be reason
ably required to inform the other in 
ordinary course whether or not such 
other actually comes to know of it. 
A person "receives" a notice or noti
fication when 

(a) it comes to his attention; or 
(b) it is duly delivered at the place 

of business through which the con
tract was made or at any other place 
held out by him as the place for re
ceipt of such communications. 

(27) Notice, knowledge or a notice 
or notification received by an organ
ization is effective for a particular 
transaction from the time when it is 
brought to the attention of the indi
vidual conducting that transaction, 
and in any event from the time when 
it would have been brought to his at
tention if the organization had exer
cised due diligence. An organization 
exercises due diligence if it maintains 
reasonable routines for communicat
ing significant information to the per
son conducting the transaction and 
there is reasonable compliance with 
the routines. Due diligence does not 
require an individual acting for the 
organization to communicate informa
tion unless such communication is 
part of his regular duties or unless 
he has reason to know of the trans
action and that the transaction would 
be materially affected by the informa
tion. 

(28) "Organization" includes a cor
poration, government or governmen
tal subdivision or agency, business 
trust, estate, trust, partnership or 
association, two or more persons hav
ing a joint or common interest, or 
any other legal or commercial entity. 

(29) "Party," as distinct from 
"third party," means a person who 
has engaged in a transaction or made 
an agreement within this Act. 

(30) "Person" includes an indi
vidual or an organization (See Sec
tion 1-102). 

(31) "Presumption" or "presumed" 
means that the trier of fact must find 
the existence of the fact presumed 
unless and until evidence is intro
duced which would support a finding 
of its non-existence. 

( 32) "Purchase" includes taking by 
sale, discount, negotiation, mortgage, 
pledge, lien, issue or re-issue, gift or 
any other voluntary transaction cre
ating an interest in property. 

(33) "Purchaser" means a person 
who takes by purchase. 

(34) "Remedy" means any reme
dial right to which an aggrieved par
ty is entitled with or without resort 
to a tribunal. 

( 35) "Representative" includes an 
agent, an officer of a corporation or 
association, and a trustee, executor or 
administrator of an estate, or any 
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other person empowered to act for 
another. 

(36) "Rights" includes remedies. 
(37) "Security interest" means an 

interest in personal property or fix
tures which secures payment or per
formance of an obligation. The reten
tion or reservation of title by a seller 
of goods notwithstanding shipment or 
delive1·y to the buyer (Section 2--
401) is limited in effect to a reserva
tion of a "security interest." The term 
also includes any interest of a buyer 
of accounts, chattel paper, or contract 
rights which is subject to Article 9. 
The special property interest of a 
buyer of goods on identification of 
such goods to a contract for sale un
der Section 2--401 is not a "security 
interest," but a buyer may also ac
quire a "security interest" by com
plying with Article 9. Unless a lease 
or consignment is intended as securi
ty, reservation of title thereund"er is 
not a "security interest" but a con
signment is in any event subject to 
the provisions on consignment sales 
(Section 2--326). Whether a lease is 
intended as security is to be deter
mined by the facts of each case; how
ever, (a) the inclusion of an option 
to purchase does not of itself make 
the lease one intended for security, 
and (b) an ag1·eement that upon com
pliance with the terms of the lease 
the lessee shall become 01· has the op
tion to become the owner of the p1·op
erty for no additional consideration 
or for a nominal consideration does 
make the lease one intended for se
curity. 

( 38) "Send" in connection with any 
writing or notice means to deposit in 
the mail or. deliver for transmission 
by any other usual means of commu-

. nication with postage or cost of trans
mission provided for and properly ad
dressed and in the case of an instru
ment to an address specified thereon 
or otherwise agreed, or if there be 
none to any address reasonable und"er 
the circumstances. The i·eceipt of any 
writing or notice within the time at 
which it would have arrived if prop
erly sent has the effect of a proper 
sending. 

(39) "Signed" includes any sym~ol 
executed or adopted by a party with 
present intention to authenticate a 
writing. 

( 40) "Surety" includes a guaran
tor. 

(41) "Telegram" includes a mes
sage transmitted by radio, teletype, 

cable, any mechanical method of 
transmission, or the like. 

( 42) "Term" means that portion of 
an agreement which relates to a par
ticular matter. 

(43) "Unauthorized" signature or 
indorsement means one made without 
actual, implied or apparent authority 
and includes a forgery. 

( 44) "Value." Except as otherwise 
provided with respect to negotiable 
instruments and bank collections 
(Sections 3-303, 4.,.-208 and 4-
209) a person gives "value" for rights 
if he acquires them 

(a) in return for a binding com
mitment to extend credit or for the 
extension of immediately available 
credit whether or not drawn upon and 
whether or not a charge-back is pro
vided for in the event of difficulties 
in collection; or 

( b) as security for or in total or 
partial satisfaction of a pre-existing 
claim; or 

(c) by accepting delivery pursuant 
to a pre-existing contract for pur
chase; or 

( d) generally, in return for any 
consideration sufficient to support a 
simple contract. 

(45) "Warehouse receipt" means a 
receipt issued by a person engaged in 
the business of storing goods for hire. 

(46) 11Written" or "writing" in
cludes printing, typewriting or any 
other intentional reduction to tangi
ble form. 

Section 1-202. Prima Facie Evi
dence by Third Party Documents. 

A document in due form purporting 
to be a bill of lading, policy or certifi
cate of insu1·ance, official weigher's 
or inspector's certificate, consular in
voice, or any other document author
ized or required by the contract to he 
issued by a third party shall be prima 
facie evidence of its own authenticity 
and genuineness and of the facts stat
ed in the document by the third party. 

Section 1-203. Obligation of Good 
Faith. 

Every contract or duty within this 
Act imposes an obligation of good 
faith in its performance or enforce
ment. 

Section 1-204. Time; Reasonable 
Time: "Seasonably." 

(1) Whenever this Act requires any 
action to be taken within a reason
able time, any time which is not man
ifestly unreasonable may be fixed by 
agreement. 

(2) What is a reasonable time for 
taking any action depends on the na-
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ture, purpose and circumstance of 
such action. 

( 3) An action is taken "seasonably" 
when it is taken at or within the time 
agreed or if no time is agreed at or 
within a reasonable time. 

Section 1-205. Course of Dealing 
and Usage of Trade. 

(1) A course of dealing is a se
quence of previous conduct between 
the parties to a particular transaction 
which is fairly to be regarded as es
tablishing a common basis of under
standing for interpreting their ex
pressions and other conduct. 

(2) A usage of trade is any prac
tice or method of dealing having 
such regularity of observance in a 
place, vocation or trade as to justify 
an expectation that it will be ob
served with respect to the transaction 
in question. The existence and scope 
of such a usage are to be proved as 
facts. If it is established that such 
a usage is embodied in a written trade 
code or similar writing the interpre
tation of the writing is for the court. 

(3) A course of dealing between 
parties and any usage of trade in the 
vocation or trade in which they are 
engaged or of which they are or 
should be aware give particular mean
ing to and supplement or qualify 
terms of an agreement. 

( 4) The express terms of an agree
ment and an applicable course of deal
ing or usage of trade shall be con
strued wherever reasonable as con
sistent with each other; but when 
such construction is unreasonable ex
press terms control both course of 
dealing and usage of trade and course 
of dealing controls usage of trade. 

(5) An applicable usage of trade 
in the place where any part of per
formance is to occur shall be used in 
interpreting the agreement as to that 
part of the performance. 

( 6) Evidence of a relevant usage of 
trade offered by one party is not ad
missible unless and until he has given 
the other party such notice as the 
court finds sufficient to prevent unfair 
surprise to the latter. 

Section 1-206. Statute of Frauds 
for Kinds of Personal Property Not 
Otherwise Covered. 

( 1) Except in the cases described in 
subsection (2) of this section a con
tract for the sale of personal property 
is not enforceable by way of action or 
defense beyond five thousand dollars 
in amount or value of remedy unless 
there is some writing which indicates 
that a contract for sale has been made 

between the parties at a defined or 
stated price, reasonably identifies the 
subject matter, and is signed by the 
party against whom enforcement is 
sought or by his authorized agent. 

(2) Subsection (1) of this section 
does not apply to contracts for the 
sale of goods (Section 2-201) nor 
of securities (Section 8--319) nor to 
security agreements (Section 9-
203). 

Section 1-207. Performance or 
Acceptance Under Reservation of 
Rights. 

A party who with explicit reserva
tion of rights performs or promises 
performance or assents to perform
ance in a manner demanded or oft'ered 
by the other party does not thereby 
prejudice the rights reserved. Such 
words as "without prejudice," "un
der protest" or the like are sutllclent. 

Section 1-.208. Option to Acceler
ate at Will. 

A term providing that one party 
or his successor in interest may ac
celerate payment or performance or 
require collateral or additional col
lateral "at will" or "when he deems 
himself insecure" or in words of sim
ilar import ahall be construed to mean 
that he shall have oower to do 10 only 
if he in good faith believes that the 
prospect of payment or pedormance 
is impaired. The burden of eatablish
ing lack of good faith is on the party 
against whom the power has been ex
ercised. 

ARTICLE 2 
SALES 
PART 1 

SHORT TITLE, GENERAL CON
STRUCTION AND SUBJECT 

MATTER 
Section 2-101. Short Title. 
This Article shall be known and 

may be cited as Uniform Commercial 
Code-Sales. 

Section 2-102. Scope; Certain Se
curity and Other Transactions Ex
cluded From This Article. 

Unless the context othi!rwise re
quires, this Article applies to trans
actions in goods; it does not apply to 
any transaction which although In the 
form of an unconditioned contract to 
sell or present sale is intended to op
erate only as a security transaction 
nor does this Article impair or repeal 
any statute regulating sales to con
sumers, farmers or other specified 
classes of buyers. 

Section 2-103. Definitions and In
dex of Definitions. 
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( 1) Jn this Article unless the con- 1

1 

skill pttUliar to the practic~~ or goo~ 
te:<t otherwise requires in\·olved in the tt'llnsaction or to whom 

(a) "Buyer" means a person who I such knowledge or •kill mav 1,., at-
buys o~. contracts t~. b~}· goods. ~ tributed by his employment of an 

(b) Good faith m the case of I agent or broker or other intermo
merchant means hone>t}· in fact and ' diary who by his occupation hold• 
t~e observance of re~sonabh> commer- himself out as ha,·ing such knowledge 
c1al standards of fair dealing m the' or skill. 
trade. I ( 2) u FinanC"ing agency" means a 

(C') "Receipt" of ~oods means tak- 'bank, finance company or other per-
ing physical possession of them. i son who in the ordinary course of 

(d) "Seller'' means a person who business mnkes ndvances against 
sells or contracts to sell goods. ! goods or documents of title or who 

(2) Other dPfinitioM applying tn 'by arrangement with either the seller 
this Artide or to specified Part" ' or the buyer intervenes in ordinary 
thf'n>of, and the ~f·C'tions in which course to make or collect payment 
they appear are: due or <!aimed unrler the contract for 

uAeceptanC'e." Section 2-606. sale, as by purchasing or paying- the 
11 Banker'~ credit." Section 2-:125. seller's draft or making advnnC"es 
uBetween merchants." ~ection :!- again~t it or b~,r mrrely taking it for 

104. collection whether or not documents 
"Cancellation." Section 2-101;( 4). of title accompany the draft. "Financ
ucommettial unit.'' Section 2-tOfi. ing agency" includes al~o a bank or 
"Confirmed rredit." Section 2-.12S. other person who similarly inten•enes 
°Conforming to contract." Section between persons who are in the po-

2-106. sition of seller and buyer in respect 
"Contract for sale." Section 2-106. to the goods (Section 2-707). 
"Cover." Section 2-712. ( 3) "Between merchants" means in 
"Entrusting." Section 2-403. any transaction ";th respect to which 
"Financing agency." Section 2-104. both parties are chargeable with the 
"Future goods." Section 2-105. knowledge or skill of merchants. 
"Goods.'' Section 2-105. Section 2-105. Definitions: Trans-
"Jdentification." Section 2-501. ferability; "Goods"; "Future" Goods; 
·~installment contract." Section 2- ULot": °Commercial Unit." 

612. (1) "Goods'' means all things (in-
"Letter of Credit." Section 2--325. eluding specially manufactured goods) 
"Lot." Section 2-105. which are movable at the time of 
"Merchant." Section 2-104. identification to the contract for sale 
"Overseas." Section 2--328. other than the money in which the 
"Person in position of seller." Sec- price is to be paid, investment secur-

tion 2--707. ities (Article 8) and things in action. 
"Present sale." Section 2--106. "Goods" also includes the unborn 
"Sale." Section 2-106. young of animals and growing crop• 
"Sale on 11pproval." Section 2--326. and other identified things attached 
"Sale or return." Section 2--326. to realty as described in the section 
"Termination." Section 2--106. on goods to be severed from realty 
(3) The following definitions in (Section 2-107). 

other Articles apply to this Article: (2) Goods must be both existing 
"Check." Section 3-104. and identified before any interest in 
"Consignee." Section 7-102. them can pass. Goods which are not 
"Consignor." Section 7-102. both existing and identified are "fu-
"Consnmer goods." Section 9-109. t.ure" goods. A purported present sale 
"Dishonor." Section 3--507. of future goods or of any interest 
"Draft." Section 3-104. therein operates as a contract to sell. 
(4) In addition Article 1 contains . (3) ~ere '!'a! bi; a ~le of a part 

general definitions and principles of mterest m e"1~~ng 1dent1fi~ g~. 
construction and interpretation ap- . ( 4) An und1Vlded. share m a~ 1den
plicable throughout this Article. tified bulk of fungible goods 1s snf-

Section 2-104. Definitions. "Mer- ficiently identified to be sold although 
chant''- "Between Merchants"· "Fi- the quantity of the bulk is not de
nancing Agency." ' termined. Any agreed p~portion of 

(1) "Merchant" means a person such a bulk or any quantity _thereof 
who deals in goods of the kind or agreed upon by number, weight or 
otherwise by his occupation holds other measure may to the ertent of 
himself out as having knowledge or the seller's interest in the bulk be 
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sold to the buyer who then becomes 
an owner in common. 

( 5) "Lot" means a parcel or a 
single article which is the subject mat
ter of a separate sale or delivery, 
whether or not it is sufficient to per
form the contract. 

(6) "Commercial unit" means such 
a unit of goods as by commercial 
usage is a single whole for purposes 
of sale and division of which ma
terially impairs its character or value 
on the market or in use. A commercial 
unit may be a single article (as a ma
chine) or a set of articles (as a suite 
of furniture or an assortment of 
sizes) or a quantity (as a bale, gross, 
or carload) or any other unit treated 
in use or in the relevant market as a 
single whole. 

Section 2-106. Definitions. "Con
tract"; "Agreement"; "Contract for 
Sale"; "Sale"; "Present Sale"; "Con
forming" to Contract; uTermination"; 
"Cancellation." 

( 1) In this Article unless the con
text otherwise requires "contract" 
and "agreement" are limited to those 
relating to the present or future sale 
of goods. "Contract for sale" includes 
both a present sale of goods and a 
contract to sell goods at a future time. 
A "sale" consists in the passing of 
title from the seller to the buyer for 
a price (Section 2--401). A "present 
sale" means a sale which is accom
plished by the making of the contract. 

(2) Goods or conduct including any 
part of a performance are "conform
ing" or conform to the contract when 
they are in accordance with the obli
gations under the contract. 

(3) "Termination" occurs when 
either party pursuant to a power cre
ated by agreement or law puts an 
end to the contract otherwise than for 
its breach. On "termination" all obli
gations which are still executory on 
both sides are discharged but any 
right based on prior breach or per
formance survives. 

( 4) "Cancellation" occurs when 
either party puts an end to the con
tract for breach by the other and 
its effect is the same as that of "ter
mination" except that the cancelling 
party also retains any remedy for 
breach of the whole contract or any 
unperformed balance. 

Section 2-107. Goods to Be Sev
ered From Realty: Recording. 

( 1) A contract for the sale of tim
ber, minerals or the like or a struc
ture or its materials to be removed 
from realty is a contract for the sale 

of goods within this Article if they 
are to be severed by the seller but 
until severance a purported present 
sale thereof which is not effective as 
a transfer for an interest in land is 
effective only as a contract to sell. 

(2) A contract for the sale apart 
from the land of growing crops or 
other things attached to realty and 
capable of severance without material 
harm thereto but not described in sub
section (1) is a contract for the sale 
of goods within this Article whether 
the subject matter is to be severed 
by the buyer or by the seller even 
though it forms part of the realty at 
the time of contracting, and the par
ties can by identification effect a pres
ent sale before severance. 

( 3) The provisions of this section 
are subject to any third party rights 
provided by the law relating to realty 
records, and the contract for sale may 
be executed and recorded as a docu
ment transferring an interest in land 
and shall then constitute notice to 
third parties of the buyer's rights 
under the contract for sale. 

PART 2 
FORM, FORMATION AND 

READJUSTMENT OF CONTRACT 
Section 2-201. Formal Require

ments; Statute of Frauds. 
( 1) Except as otherwise provided 

in this section a contract for the sale 
of goods for the price of $500 or more 
is not enforceable by way of action 
or defense unless there is some writ
ing sufficient to indicate that a con
tract for sale has been made between 
the parties and signed by the party 
against whom enforcement is sought 
or by his authorized agent or broker. 
A writing is not insufficient because 
it omits or incorrectly states a term 
agreed upon but the contract is not 
enforceable under this paragraph be
yond the quantity of goods shown in 
such writing. 

(2) Between merchants .if within 
a reasonable time a writing in con
firmation of the contract and suffi
cient against the sender is received 
and the party receivinl\' it has reason 
to know its contents, 1t satisfies the 
requirements of BUbseetion ( 1) 
against such party unless written 
notice of objection to its contents is 
given within ten days after it is re
ceived. 

(3) A contract which does not sat
isfy the requirements of subsection 
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( 1) but which is valid in other re
spects is enforceable 

(a) if the goods are to be specially 
manufactured for the buyer and are 
not suitable for sale to others in the 
ordinary course of the seller's busi
ness and the seller, before notice of 
repudiation is received and under cir
cumstances \\'hich reasonably indicate 
that the goods are for the buyer, has 
made either a substantial beginning 
of their manufacture or commitments 
for their procurement; or 

(b) if the party against whom en
forcement is sought admits in his 
pleading, testimony or otherwise in 
court that a contract for sale was 
made, but the contract is not enforce
able under this provision beyond the 
quantity of goods admitted; or 

( c) with respect to goods for which 
payment has been made and accept
ed or which have been received and 
accepted (Sec. 2-606). 

Section 2-202. Final Written Ex
pression: Paro! or Extrinsic Evidence. 

Terms with respect to which the 
confirmatory memoranda of the par
ties agree or which are otherwise set 
forth in a writing intended by the 
parties as a final expression of their 
agreement with respect to such terms 
as are included therein may not be 
contradicted by evidence of any prior 
agreement or of a contemporaneous 
oral agreement but may be explained 
or supplemented 

(a) by course of dealing or usage 
of trade (Section 1-205) or by 
course of performance (Section 2-
208); and 

(b) by evidence of consistent addi
tional terms unless the court finds the 
writing to have been intended also as 
a complete and exclusive statement 
of the terms of the agreement. 

Section 2-203. Seals Inoperative. 
The affixing of a seal to a writing 

evidencing a contract for sale or an 
offer to buy or sell goods does not 
constitute the writing a sealed in
strument and the law with respect to 
sealed instruments does not apply to 
such a contract or offer. 

Section 2-204. Formation in Gen
eral. 

( 1) A contract for sale of goods 
may be made in any manner sufficient 
to show agreement, including conduct 
by both parties which recognizes the 
existence of such a contract. 

(2) An agreement sufficient to con
stitute a contract for sale may be 

found even though the moment of its 
making is undetermined. 

(3) Even though one or more terms 
are left open a contract for sale does 
not fail for indefiniteness if the par
ties have intended to make a contract 
and there is a reasonably certain 
basis for giving an appropriate rem
edy. 

Section 2-205. Firm Offers. 
An offer by a merchant to buy or sell 

goods in a signed writing which by 
its terms gives assurance that it will 
be held open is not revocable, for lack 
of consideration, during the time 
stated or if no time is stated for a 
reasonable time, but in no event may 
such period of irrevocability exceed 
three months; but any such term of 
assurance on a form supplied by the 
offeree must be separately signed by 
the offeror. 

Section 2-206. Offer and Accept
ince in Formation of Contract. 

(1) Unless otherwise unambigu
ously indicated by the language or 
circumstances 

(a) an offer to make a contract 
shall be construed as inviting accept
ance in any manner and by any medi
um reasonable in the circumstances; 

(b) an order or other offer to buy 
goods for prompt or current ship
ment shall be construed as inviting 
acceptance either by a prompt prom
ise to ship or by the prompt or cur
rent shipment of conforming or non
conforming goods, but such a ship
ment of non-conforming goods does 
not constitute an acceptance if the 
seller seasonably notifies the buyer 
that the shipment is offered only as 
an accommodation to the buyer. 

(2) Where the begimtlng of a re
quested performance is a reasonable 
mode of acceptance an offeror who is 
not notified of acceptance within a 
reasonable time may treat the offer 
as having lapsed before acceptance. 

Section 2-207. Additonal Terms 
m Acceptance or Confirmation. 

(1) A definite and seasonable ex
pression of acceptance or a written 
confirmation which is sent within a 
reasonable time operates as an ac
ceptance even though it states terms 
additional to or different from those 
offered or agreed upon, unless accept
ance is expressly made conditional on 
assent to the additional or different 
terms. 

(2) The additional terms are to be 
construed as proposals for addition to 
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to the contract. Between merchants (3) The requirements of the stat
such terms become part of the con- ute of frauds section of this Article 
tract unless: (Section 2-201) must be satisfied if 

(a) the offer expressly limits ac- the contract as modified is within its 
ceptance to the terms of the offer; provisions. 

(b) they materially alter it; or ( 4) Although an attempt at modi
( c) notification of objection to them fication or rescission does not satisfy 

has already been given or is given the requirements of subsection (2) or 
within a reasonable time after notice (3) it can operate as a waiver. 
of them is received. (6) A party who has made a waiv-

( 3) Conduct by both parties which er affecting an executory portion of 
recognizes the existence of a contract the contract may retract the waiver 
is sufficient to establish a contract for by reasonable notification received by 
sale although the writings of the par- the other party that strict perform
ties do not otherwise establish a con- ance will be required of any term 
tract. In such case the terms of the waived, unless the retraction would 
particular contract consist of those be unjust in view of a material 
terms on which the writings of the change of position in reliance on the 
parties agree, together with any sup- waiver. 
plementary tel!".s incorpo~ted under Section 2-210. Delegation of Per-
any other pl'OVls10ns of this Act. formance; Assignment of Rights. 

Section 2-208 .. Course of .Per- (1) A party may perform his duty 
formance or Practical Construction. through a delegate unless otherwise 

(1) Where the contract for sale agreed or unless the other party has 
involves repeated occasions for per- a substantial interest in having his 
formance by either party with original promiaor perform or control 
knowledge of the nature of the per- the acts required by the contract. No 
formance and opportunity for objec- delegation of performance relieves the 
tion to it by the other, any course of party delegating of any duty to per
performance accepted or acquiesced form or any liability for breach. 
in without. objection shall. be relevant (2) Unless otherwise agreed all 
to determme the meanmg of the rights of either seller or buyer can 
agreement. be assigned except where the assign-

(2) The express terms of the ment would materially change the 
agreement and any such course of duty of the other party, or increase 
perforD?ance, as well as any course materially the burden or risk imposed 
of deahng and usage of trade, shall on him by his contract, or impair ma
be c!'nstrued. whenever reasonable as terially his chance of obtaining re
consistent with each other; but when turn performance. A right to dam
such construction is unreasonable, ex- ages for breach of the whole contract 
press terms shall control course of or a right arising out of the assl!r1-
performance and course of perform- or's due performance of his entire 
!lnce shall control both course ?f deal- obligation can be assigned despite 
mg and usage of trade (Section 1- agreement otherwise. 
206). . . . th (3) Unless the circumstances indi-

(3) Su:t>Ject to th4_! proyisions of . e cate the contrary a prohibition of as
next section on modification and waiv- signment of "the contract" is to be 
er, such course of perfo~ance sha!J construed as barring only the dele
be r4_!1evant to show 8: WILlV~r or m~- gation to the assignee of the assign
fication of any term mconsistent with or's performance. 
such c?urse of performa~ce. . (4) An assignment of "the con-

.S~tion 2-2q9. Modification, Re- tract" or of "all my rights· under the 
sciss1on and Waiver. contract" or an assignment in similar 

( 1) An agreement modifying a con- general terms is an assignment of 
tract within this Article needs no rights and unless the language or the 
consideration to be binding. circumstances (as in an assignment 

(2) A signed agreement which ex- for security) indicate the contrary, 
eludes modification or rescission ex- it is a delegation of performance of 
cept by a signed writing cannot be the duties of the ~or and its 
otherwise modified or rescinded, but acceptance by the assignee consti
except as between merchants such a tutes a promise by him to perform 
requirement on a form supplied by those duties. This promise is enforce
the merchant must be separately able by either the assignor or the 
signed by the other party. other party to the original contract. 
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(5) The other party may treat any 
assignment which delegates perform
ance as creating reasonable grounds 
for insecurity and may without preju
dice to his rights against the assign
or demand assurances from the as
signee (Section 2--609). 

PART 3 
GENERAL OBLIGATION AND 

CONSTRUCTION OF CONTRACT 
Section 2---1l01. General Obligations 

of Parties. 
The obligation of the seller is to 

transfer and deliver and that of the 
buyer is to accept and pay in accord
ance with the contract. 

Section 2--302. Unconscionable Con
tract or Clause. 

( 1) If the court as a matter of law 
finds the contract or any clause of 
the contract to have been uncon
scionable at the time it was made 
the court may refuse to enforce the 
contract, or it may enforce the re
mainder of the contract without the 
unconscionable clause, or it may so 
limit the application of any uncon
scionable clause as to avoid any un
conscionable result. 

(2) When it is claimed or appears 
to the court that the contract or any 
clause thereof may be unconscionable 
the parties shall be afforded a rea
sonable opportunity to present evi
dence as to its commercial setting, 
purpose and effect to aid the court in 
making the determination. 

Section 2---1l03. Allocation or Divi
sion of Risks. 

Where this Article allocates a l'isk 
or a burden as between the parties 
"unless otherwise agreed," the agree
ment may not only shift the alloca
tion but may also divide the risk or 
burden. 

Section 2-304. Price Payable in 
Money, Goods, Realty, or Otherwise. 

(1) The price can be made pay
able in money or otherwise. If it is 
payable in whole or in part in goods 
each party is a seller of the goods 
which he is to transfer. 

(2) Even though all or part of the 
price is payable in an interest in 
realty the transfer of the goods and 
the seller's obligations with reference 
to them are subject to this Article, 
but not the transfer of the interest 
in realty or the transferor's obliga
tions in connection therewith. 

Section 2--305. Open Price Term. 
(1) The parties if they so intend 

can conclude a contract for sale even 
though the price is not settled. In 

such a case the price is a reasonable 
pl'ice at the time for delivery if 

(a) nothing is said as to price; or 
(b) The price is left to be agreed 

by the parties and they fail to agree; 
or 

( c) the pl'ice is to be fixed in terms 
of some agreed market or other stand
ard as set or recorded by a third 
person or agency and it is not so 
set or recorded. 

(2) A price to be fixed by the sell
er or by the buyer means a price for 
him to fix in good faith. 

(3) When a price is left to be fixed 
otherwise than by agreement of the 
parties fails to be fixed through fault 
of one party the other may at his 
option treat the contract as cancelled 
or himself fix a reasonable price. 

( 4) Where, however, the parties in
tend not to be bound unless the price 
be fixed or agreed and it is not fixed 
or agreed there is no contract. In 
such a case the buyer must return 
any goods already received or if un
able so to do must pay their reason
able value at the time of delivery 
and the seller must return any por
tion of the price paid on account. 

Section 2---1l06. Output, Require
ments and Exclusive Dealings. 

(1) A term which measures the 
quantity by the output of the seller 
or the requirements of the buyer 
means such actual output or require
ments as may occur in good faith, ex
cept that no quantity unreasonably 
disproportionate to any stated esti
mate or in the absence of a stated 
estimate to any normal or otherwise 
comparable prior output or require
ments may be tendered or demanded. 

(2) A lawful agreement by either 
the seller or the buyer for exclusive 
dealing in the kind of goods con
cerned imposes unless otherwise 
agreed an obligation by the seller to 
use best efforts to supply the goods 
and by the buyer to use best efforts to 
promote their sale. 

Section 2---1l07. Delivery in Single 
Lot or Several Lots. 

Unless otherwise agreed all goods 
called for by a contract for sale must 
be tendered in a single delivery and 
payment is due only on such tender 
but where the circumstances give 
either party the right to make or de
mand delivery in lots the price if it 
can be apportioned may be demanded 
for each lot. 

Section 2--308. Absence of Speci
fied Place for Delivery. 

Unless otherwise agreed 
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(a) the place for delivery of goods 
is the seller's place of business or if 
he has none his residence; but 

(b) in a contract for sale of iden
tified goods which to the knowledge 
of the parties at the time of con
tracting are in some other place, that 
place is the place for their delivery; 
and 

(c) documents of title may be de
livered through customary banking 
channels. 

Section 2-309. Absence of Specific 
time Provisions; Notice of Termina
tion. 

(1) The time for shipment or de
livery or any other action under a 
contract if not provided in this Ar
ticle or agreed upon shall be a rea
sonable time. 

(2) Where the contract provides 
for successive performances but is 
indefinite in duration it is valid for 
a reasonable time but unless other
wise agreed may be terminated at 
any time by either party. 

(3) Termination of a contract by 
one party except on the happening of 
an agreed event requires that reason
able notification be received by the 
other party and an agreement dis
pensing with notification is invalid if 
its operation would be unconscion
able. 

Section 2-310. Open Time for Pay
ments or Running of Credit; Author
ity to Ship Under Reservation. 

Unless otherwise agreed 
(a) payment is due at the time and 

place at which the buyer is to receive 
the goods even though the place of 
shipment is the place of delivery; and 

(b) if the seller is authorized to 
send the goods he may ship them 
under reservation, and may tender 
the documents of title, but the buyer 
may inspect the goods after their 
arrival before payment is due unless 
such inspection is inconsistent with 
the terms of the contract (Section 2-
513); and 

(c) if delivery is authorized and 
made by way of documents of title 
otherwise than by subsection (b) then 
payment is due at the time and place 
at which the buyer is to receive the 
documents regardless of where the 
goods are to be received; and 

( d) where the seller is required or 
authorized to ship the goods on credit 
the credit period runs from the time 
of shipment but post-dating the in
voice or delayinl!" its dispatch will 
correspondingly delay the starting 
of the credit period. 

Section 2-311. Options and Coop
eration Respecting Performance. 

(1) An agreement for sale which 
is otherwise sufficiently definite (sub
section (3) of Section 2-204) to a 
contract is not made invalid by the 
fact that it leaves particulars of per
formance to be specified by one of 
the parties. Any such specification 
must be made in good faith and 
within limits set by commercial rea
sonableness. 

(2) Unless otherwise agreed speci
fications relating to assortment of 
the goods are at the buyer's option 
and except as otherwise provided in 
subsections (l)(c) and (3) of Sec
tion 2--319 specifications or arrange
ments relating to shipment are at the 
seller's option. 

(3) Where such specification would 
materially affect the other party's 
performance but is not seasonably 
made or where one party's cooper
ation is necessary to the agreed per
formance of the other but is not 
seasonably forthcoming, the other 
party in addition to all other reme
dies 

(a) is excused for any resulting de
lay in his own performance; and 

(b) may also either proceed to per
form in any reasonable manner or 
after the time for a. material part of 
his own performance treat the fail
ure to specify or to cooperate as a 
breach by failure to deliver or accept 
the goods. 

Section 2-312. Warranty of Title 
and Against Infringement; Buyer's 
Obligation Against Infringement. 

(1) Subject to subsection (2) there 
is in a contract for sale a warranty 
by the seller that 

(a) the title conveyed shall be good, 
and its transfer rightful; and 

(b) the goods shall be delivered 
free from any security interest or 
other lien or encumbrance of which 
the buyer at the time of contracting 
has no knowledge. 

(2) A warranty under ·subsection 
(1) will be excluded or modified only 
by specific language or by circum
stances which give the buyer reason 
to know that the person selling does 
not claim title in himself or that he 
is purporting to sell only such right 
or title as he or a third person may 
have. 

(3) Unless otherwise agreed a sell
or who is a merchant regularly deal
ing in goods of the kind warrants 
that the goods shall be delivered free 
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of the rightful claim of any third per
son by way of infringement or the 
like but a buyer who furnishes speci
fications to the seller must hold the 
seller harmless against any such 
claim which arise out of compli
ance with the specifications. 

Section 2-313. Exp1·ess Warran
ties by Affirmation, Promise, Descrip
tion, Sample. 

(1) Express warranties by the sell
er are created as follows: 

(a) Any affirmation of fact or 
promise made by the seller to the 
buyer which relates to the goods and 
becomes part of the basis of the bar
gain creates an express warranty 
that the goods shall conform to the 
affirmation or promise. 

(b) Any description of the goods 
which is made part of the basis of 
the bargain creates an express war
ranty that the goods shall conform 
to the description. 

(c) Any sample or model which is 
made part of the basis of the bargain 
creates an express wananty that the 
whole of the goods shall conform to 
the sample or model. 

(2) It is not necessary to the crea
tion of an express warranty that the 
seller use formal words such as "war
rant" or uguarantee" or that he have 
a specific intention to make a war
ranty, but an affirmation merely of 
the value of the goods or a statement 
purporting to be merely the seller's 
opinion or commendation of the goods 
does not create a warranty. 

Section 2--314. Implied Warranty: 
Merchantability; Usage of Trade. 

(1) Unless excluded or modified 
(Section 2--316), a warranty that 
the goods shall be merchantable is 
implied in a contract for their sale 
if the seller is a merchant with re
spect to goods of that kind. Under 
this section the serving for value of 
food or drink to be consumed either 
on the premises or elsewhere is a 
sale. 

(2) Goods to be merchantability 
must be at least such as 

(a) pass without objection in the 
trade under the contract description; 
and 

(b) in the case of fungible goods, 
are of fair average quality within the 
description; and 

(c) are fit for the ordinary pur
poses for which such goods are used; 
and 

( d) run within the variations per-

mitted by the agreement, of even 
kind, quality and quantity within each 
unit and among all units involved; 
and 

( e) are adequately contained, pack
aged, and labeled as the agreement 
may require; and 

(f) confo1·m to the promises or af
firmations of fact made on the con
tainer or label if any. 

( 3) Unless excluded or modified 
(Section 2--316) other implied war
ranties may arise from course of 
dealing or usage of trade. 

Section 2--315. Implied Wan·anty: 
Fitness for Particular Purposes. 

Where the seller at the time of 
contracting has reason to know any 
particular purpose for which the 
goods are required and that the buy
er is relying on the seller's skill or 
judgment to select or fu111ish suit
able goods, there is unless excluded 
or modified under the next section 
an implied warranty that the goods 
shall be fit for such purposes. 

Section 2--316. Exclusion or Mod
ification of Warranties. 

(1) Words or conduct relevant to 
the creation of an express warranty 
and words or conduct tending to ne
gate or limit warranty shall be con
strued wherever reasonable as con
sistent with each other; but subject 
to provisions of this Article on parol 
or extrinsic evidence (Section 2-
202) negation or limitation is inop
erative to the extent that such con
struction is unreasonable. 

(2) Subject to subsection (3), to 
exclude or modify the implied war
ranty of merchantability or any part 
of it the language must mention mer
chantability and in case of a writing 
must be conspicuous, and to exclude 
or modify any implied warranty of 
fitness the exclusion must be by a 
writing and conspicuous. Language to 
exclude all implied warranties of fit
ness is sufficient if it states, for ex
ample, that "There are no warran
ties which extend beyond the descrip
tion on the face hereof." 

(3) Notwithstanding subsection (2) 
(a) unless the circumstances indi

cate otherwise, all implied warranties 
are excluded by expressions like "as 
is," "with all faults" or other lan
guage which in common understand
ing calls the buyer's attention to the 
exclusion of warranties and makes 
plain that there is no implied war
ranty; and 
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( b) when the buyer before enter
ing into the contract bu aamined 
the goods or the sample or model u 
fully as be desired or bu refuHd to 
examine the goods there ia no im
plied warranty with regard to defects 
which an examination ought in the 
circumstances to have revealed to 
him; and 

( c) an implied warranty can alao 
be excluded or modifted by coune of 
dealing or coune of performance or 
usage of trade. 

(4) Remedies for breach of war
rsnt can be limited in aceonlanc:e 
with the provisions of this Article on 
liquidation or limitation of damages 
and on contractual modification of 
remedy (Section 2-718 and 2-719). 

Section 2-317. Cumulation and 
Conflict of Warranties Express or 
Implied. 

Warranties whether express or im
plied shall be construed as consistent 
with esch other and as cumulative, 
but if such construction is unreuon
able the intention of the parties shall 
determine which warranty Is dom
inant. In ascertaining that intention 
the following rules ap¥1y: 

(a) Exact or technical speciAca
tions displace an Inconsistent sample 
or model or general language of de
scription. 

(b) A sample from an existing bulk 
displaces inconsistent general lan
guage of description. 

(c) Express warranties displace in
consistent implied warranties other 
than an implied warranty of fl.tneBS 
for a particular purpose. 

Section 2-318. Article Neutral on 
Question of Third Party Benefteiaries 
of Warrantees of Quality and on 
Need for privity of Contract. 

This Article does not provide 
whether any one other than a buyer 
may take advantage of an expresa or 
implied warranty of quality made to 
the buyer or whether the buyer or 
anyone entitled to take advantage of 
a warranty made to the buyer may 
sue a third party other than the im
mediate seller for deficiencies in the 
quality of the goods. These matters 
are left to the courta for their deter
mination. 

Section 2-319. F.O.B. and F .A.S. 
Terms. 

(1) Unless otherwise agreed the 
term F.O.B. (which means "free on 
board") at a named place, even 
though used only in connection with 

the statied price, ia a dellwl7 tana 
ander which 

(a) when the term ia P.O.B. the 
place of llhipment, the ..i1er ~ at 
that plaee ahiti the sooct. in the -
ner provided m tbia Article ( Seet:ioa 
2-604) and bear the ..,... ..... 
riak of putting them into the ~ 
aion of the carrier; or 

(b) when the term u P.O.B. the 
place of destinatioa, the Mller must 
at his own expenH and riH b'auport 
the goods to that place and tlaere 
tender delivery of them In the ID8lllMIJ' 
provided in thia Artiele ( Sedioa 2-
503); 

(c) when under either (a) er (b) 
the term ia alao F.O.B. -1, car or 
other vehicle, the seller mut in addi
tion at his own ezpeme and riH load 
the goods on board. If the term ia 
F.O.B. veaaeJ the buyer mut. -
the vessel and in an ap-mte cue 
the seller muat comply -with the pro
visions of this Artiele on the ferm 
of bill of lading (Section B--818). 

(2) Unleaa othenri1e agreed the 
term F .A.S. veaael (whiCli -
"free alongside") at a named port, 
even though uaed only in eonnectlon 
with the stated priee, la a dellftl'J' 
term under which the Miler mut 

(a) at hia own upe1111e and riK 
deliver the goods alonnide the -1 
in the manner U81lal m that poJt or 
on a dock designated and proftled by 
the buyer; and 

(b) obtain and tender a ~for 
the goods in exchange fw wtlleh the 
carrier is under a duty to lune a bill 
of lading. 

(3) UnleBS otherwise agreed in an7 
case falling within aaheedion (l)(a) 
or ( c) or nheeetion (I) the buyer 
must seasonably give any needed In
structions for making delivery, in
cluding when the term ia P .A.S. or 
F.O.B. the loading berth of the ftll
ael and in an appropriate cue tta 
name and sailing date. The seller may 
treat the failure of needed inatrae
tions aa a failure of -peretloa un
der this Article (Seetion 1--311). Be 
may alao at his option move the goods 
in any reasonable manner prepara
tory to delivery or shipment. 

(4) Under the term P.O.B. -1 
or F .A.S. unleBS otherwise agreed tbe 
buyer must make payment acaimt 
tender of the required dommenta and 
the seller may not tender nor the 
buyer demand delivery of the sooU 
in aabstitatlon for the doeammt:a. 
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Section 2-320. C.I.F. and C. &. F. 
Terms. 

(1) The term C.I.F. means that the 
price includes in a lump sum the cost 
of the goods and the insurance and 
freight to the named destination. The 
term C. & F. or C.F. means that the 
price so includes cost and freight to 
the named destination. 

(2) Unless otherwise agreed and 
even though used only in connection 
with the stated price and destination, 
the term C.l.F. destination or its 
equivalent requires the seller at his 
own expense and risk to 

(a) put the goods into the posses
sion of a carrier at the port for ship
ment and obtain a negotiable bill or 
bills of lading covering the entire 
transportation to the named destina
tion; and 

(b) load the goods and obtain a 
receipt from the carrier (which may 
he contained in the bill of lading) 
showing that the freight has been 
paid or provided for; and 

( c) obtain a policy or certificate of 
insurance, including any war risk in
surance, of a kind and on terms then 
current at the port of shipment in 
the usual amount, in the currency of 
the contract, shown to cover the same 
goods covered by the bill of lading 
and providing for payment of loss to 
the order of the buyer or for the ac
count of whom it may concern; but 
the seller may add to the price the 
amount of the premium for any such 
war risk insurance; and 

(d) prepare an invoice of the goods 
and procure any other documents 
required to eft'ect shipment or to com
ply with the contract; and 

( e) forward and tender with com
mercial promptness all the documents 
in due form and with any indorse
ment necessary to perfect the buyer's 
rights. 

(3) Unless otherwise agreed the 
term C. & F. or its equivalent has the 
same effect and imposes upon the 
seller the same obligations and risks 
as a C.I.F. term except the obligation 
as to insurance. 

(4) Under the term C.I.F. or 
C. & F. unless otherwise agreed the 
buyer must make payment against 
tender of the required documents and 
the seller may not tender nor the 
buyer demand delivery of the goods 
in substitution for the documents. 

Section 2--321. C.I.F. or C. & F.: 
"Net Landed Weights"; "Payment on 

A1Tival"; Warranty of Condition on 
Arrival. 

Under a contract containing a term 
C.I.F. or C. & F. 

( 1) Where the price is based on 
or is to be adjusted according to "net 
landed weights"; "delivered weights," 
"out turn" quantity or quality or the 
like, unless otherwise agreed the sell
er must reasonably estimate the 
price. The payment due on tender of 
the documents called for by the con
tract is the amount SO" estimated, but 
after final adjustment of the price a 
settlement must be made with com
mercial promptness. 

(2) An agreement described in sub
section (1) or any warranty of qual
ity or condition of the goods on ar
rival places upon the seller the risk 
of ordinary deterioration, shrinkage 
and the like in transportation but 
has no effect on the place or time 
of identification to the contract for 
sale or delivery or on the passing 
of the risk of loss. 

(3) Unless otherwise agreed where 
the contract provides for payment on 
or after arrival of the goods the sell
er must before payment allow such 
preliminary inspection as is feasi
ble; but if the goods are Jost delivery 
of the documents and payment are 
due when the goods should have ar
rived. 

Section 2-322. Delivery "Ex-Ship." 
( 1) Unless otherwise agreed a term 

for delivery of goods "ex-ship" 
(which means from the carrying ves
sel) or in equivalent language is not 
restricted to a particular ship and 
requires delivery from a ship which 
has reached a place at the named 
port of destination where goods of the 
kind are usually discharged. 

(2) Under such a term unless 
otherwise agreed 

(a) the seller must discharge all 
liens arising out of the carriage and 
furnish the buyer with a direction 
which puts the carrier qnder a duty 
to deliver the goods; and 

(b) the risk of loss does not pass 
to the buyer until the goods leave the 
ship's tackle or are otherwise prop
erly unloaded. 

Section 2-323. Form of Bill of 
Lading Required in Overseas Ship
ment; ''Overseas." 

(,1) Where the contract contem
plates overseas shipment and con
tains a term C.I.F. or C. & F. or 
F.O.B. vessel, the seller unless other-
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wise agreed must obtain a negotiable 
bill of lading stating that the goods 
have been loaded on board or, in the 
case of a term C.I.F. or C. & F., re
ceived for shipment. 

(2) Where in a case within sub
section ( 1) a bill of lading has been 
issued in a set of parts, unless other
wise agreed if the documents are not 
to be sent from abroad the buyer may 
demand tender of the full set; other
wise only one part of the bill of lad
ing need be tendered. Even if the 
agreement expressly requires a full 
set 

(a) due tender of a single part is 
acceptable within the provisions of 
this Artiele on cure of improper de
livery subsection (1) of (Section 2-
508); and 

(b) even though the full set is de
manded, if the documents are sent 
from abroad the person tendering an 
incomplete set may nevertheless re
quire payment upon furnishing an 
indemnity which the buyer in good 
faith deems adequate. 

(3) A shipment by water or by air 
or a contract contemplating such 
shipment is "overseas" insofar as by 
usage of trade or agreement it is sub
ject to the commercial, financing or 
shipping practices characteristic of 
international deep water commerce. 

Section 2--324. "No Arrival, No 
Sale" Term. 

Under a term "no arrival, no sale" 
or terms of like meaning, unless oth
erwise agreed, 

(a) the seller must properly ship 
conforming goods and if they arrive 
by any means he must tender them on 
arrival but he assumes no obligation 
that the goods will arrive unless he 
has caused the non-arrival; and 

( b) where without fault of the sell
er the goods are in part lost or have 
so deteriorated as no longer to con
form to the contract or arrive after 
the contract time, the buyer may pro
ceed as if there had been casualty to 
identified goods (Section 2--613). 

Section 2--325. "Letter of Credit" 
Term; "Confirmed Credit.'' 

( 1) Failure of the buyer seasonably 
to furnish an agreed letter of credit 
is a breach of the contract for sale. 

(2) The delivery to seller of a prop
er Jetter of credit suspends the buy
er's obligation to pay. If the Jetter of 
credit is dishonored, the seller may 
on seasonable notification to the buyer 
require payment directly from him. 

( 3) Unless otherwise agreed the 

term "letter of credit" or "banker's 
credit" in a contract for sale means 
an irrevocable credit issued by a fi
nancing agency of good repute and, 
where the shipment is overseas, of 
good international repute. The term 
"confirmed credit" means that the 
credit must also carry the direct ob
ligation of such an agency which does 
business in the seller's financial mar
ket. 

Section 2--326. Sale on Approval 
and Sale or Return; Consignment 
Sales and Rights of Creditors. 

(1) Unless otherwise agreed, if de
livered goods may be returned by the 
buyer even though they conform to 
the contract the transaction is 

(a) a "sale on approval" if the 
goods are delivered primarily for use, 
and 

(b) a "sale or return" if the ll<>Ods 
are delivered primarily for resafe. 

(2) Except as provided in subsec
tion ( 3), goods held on approval are 
not subject to the claims of the buy
er's creditors until acceptance; goods 
held on sale or return are subject to 
such claims while in the buyer's pos
session. 

(3) Where goods are delivered to 
a person for sale and such person 
maintains a place of business at 
which he deals in goods of the kind 
involved, under a name other than the 
name of the person making delivery, 
then with respect to claims of credi
tors of the person conducting the 
business the goods are deemed to be 
on sale or return. The provisions of 
this subsection are applicable even 
though an agreement purports to re
serve title to the person making de
livery until payment or resale or uses 
such words as "on consignment" or 
"on memorandum." However, this 
subsection is not applicable if the per
son making delivery 

(a) complies with an applicable Jaw 
providing for a consignor's interest or 
the like to be evidenced by a sign, or 

(b) establishes that the person con
ducting the business is generally 
known by his creditors to be substan
tially engaged in selling the goods of 
others, or 

( c) complies with the filing provi
sions of the Article on Secured Trans
actions (Article 9). 

( 4) Any "or return" term of a con
tract for sale is to be treated as a 
separate contract for sale within the 
statute of frauds section of this Arti
cle (Section 2-201) and aa contra
dicting the sale aspect of the contract 
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within the provisions of this Article 
on parol or extrinsic evidence (Sec
tion 2---202). 

Section 2-327. Special Incidents of 
Sale on Approval and Sale or Return. 

(1) Under a sale on approval un
less otherwise agreed 

(a) although the goods are identi
fied to the contract the risk of loss 
and the title do not pass to the buyer 
until acceptance; and 

( b) use of the goods consistent with 
the purpose of trial is not acceptance 
but failure seasonably to notify the 
seller of election to return the goods 
is acceptance, and if the goods con
fo1·m to the contract acceptance of 
any part is acceptance of the whole; 
and 

( c) after due notification of elec
tion to return, the return is at the 
seller's risk and expense but a mer
chant buyer must follow any reason
able instructions. 

(2) Under a sale or return unless 
otherwise agreed 

(a) the option to return extends to 
the whole or any commercial unit of 
the goods while in substantially their 
original condition, but must be exer
cised seasonably; and 

(b) the return is at the buyer's risk 
and expense. 

Section 2---328. Sale by Auction. 
(1) In a sale by auction if goods 

are put up in lots each lot is the sub
ject of a separate sale. 

(2) A sale by auction is complete 
when the autioneer so announces by 
the fall of the hammer or in other 
customary manner. Where a bid is 
made while the hammer is falling in 
acceptance of a prior bid the auction
eer may in hi.s discretion reopen the 
bidding or declare the goods sold un
der the bid on which the hammer was 
falling. 

(3) Such a sale is with reserve un
less the goods are in explicit terms 
put up without reserve. In an auction 
with reserve the auctioneer may with
draw the goods at any time until he 
announces completion of the sale. In 
an auction without reserve, after the 
auctioneer calls for bids on an article 
or lot, that article or lot cannot be 
withdrawn unless no bid is made 
within a reasonable time. In either 
case a bidder may retract his bid until 
the auctioneer's announcement of 
completion of the sale, but a bidder's 
retraction does not revive any pre
vious bid. 

( 4) If the auctioneer knowingly re
ceives a bid on the seller's behalf or 

the seller makes or procures such a 
bid, and notice has not been given that 
liberty for such bidding is reserved, 
the buyer may at his option avoid the 
sale or take the goods at the price of 
the last good faith bid prior to the 
completion of the sale. This subsec
tion shall not apply to any bid at a 
forced sale. 

PART 4 
TITLE, CREDITORS AND GOOD 

FAITH PURCHASERS 
Section 2---401. Passing of Title; 

Reservation for Security; Limited 
Application of This Section. 

Each provision of this Article with 
regard' to the rights, obligations and 
remedies of the seller, the buyer, pur
chasers or other third parties applies 
irrespective of title to the goods ex
cept where the provision refers to 
such title. Insofar as situations are 
not covered by the other provisions of 
this Article and matters concerning 
title become material the following 
rules apply: 

( 1) Title to goods cannot pass un
der a contract for sale prior to their 
identification to the contract (Section 
2-501), and unless otherwise explic
itly agreed the buyer acquires by their 
identification a special property as 
limited by this Act. Any retention or 
reservation by the seller of the title 
(property) in goods shipped or de
livered to the buyer is limited in effect 
to a reservation of a security interest. 
Subject to these provisions and to the 
provisions of the Article on Secured 
Transactions (Article 9), title to 
goods passes from the seller to the 
buyer in any manner and on any con
ditions explicity agreed on by the 
parties. 

(2) Unless othe1·wise explicitly 
ag1·eed title passes to the buyer at the 
time and place at which the seller 
completes his performance with ref
erence to the physical delivery of the 
goods, despite any reservation of a 
security interest and even though a 
document of title is to be delivered at 
a different time or place; and in par
ticular and despite any reservation of 
a security interest by the bill of lad
ing 

(a) if the contract requires or au
thorizes the seller to send the goods 
to the buyer but does not require him 
to deliver them at destination, title 
passes to the buyer at the time and 
place of shipment; but 

(b) if the contract requires deliv-
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ery at destination, title passes on 
tender there. 

( 3) Unless otherwise explicitly 
agreed where delivery is to be made 
without moving the goods 

(a) if the seller is to deliver a doc
ument of title, title paases at the time 
when and the place where he delivers 
such documents; or 

(b) if the goods are at the time of 
contracting already identified and no 
documents are to be delivered, title 
passes at the time and place of con
tracting. 

( 4) A rejection or other refuaal by 
the buyer to receive or retain the 
(!'oods, whether or not justified, or a 
3ustified revocation of acceptance re
v2sts title to the goods in the seller. 
Such revesting occurs hr, operation 
of law and is not a "sale.' 

Section 2--402. Rights of Seller's 
Creditors Against Sold Goods. 

( 1) Except as provided in subsec
tions (2) and (3), rights of unsecured 
creditors of the seller with respect to 
goods which have been identified to a 
contract for sale are subject to the 
buyer's rights to recover the goods 
under this Article (Sections 2--502 
and 2-716). 

(2) A creditor of the seller may 
treat a sale or an identification of 
goods to a contract for sale as void if 
as against him a retention of posses
sion by the seller is fraudulent under 
any rule of law of the state where 
the goods are situated, except that 
retention of possession in good faith 
and current course of trade by a mer
chant-seller for a commercially rea
sonable time after a sale or identifica
tion is not fraudulent. 

(3) Nothing in this Article shall 
be deemed to impair the rights of 
creditors of the seller 

(a) under the provisions of the Ar
ticle on Secured Transactions (Arti
cle 9); or 

(b) where identification to the con
tract or delivery is made not in cur-
1·ent course of trade but in satiafac
tion of or as security for a pre-exist
ing claim for money, security or the 
like and is made under circumstances 
which under any rule of law of the 
Jlate where the goods are situated 
would apart from this Article consti
tute the transaction a fraudulent 
transfer or voidable preference. 

Section 2--403. Power to Transfer; 
Good Faith Purchase of Goods; "En
trusting." 

( 1) A purchaser of goods acquires 
all title which his transferor had or 

had power to transfer except that a 
purchaser of a limited interest ac
quires rights only to the extent of ·the 
interest pu1·chased. A person with 
voidable title has power to transfer 
a good title to a good faith purcliaser 
for value. When goods have been de
livered under a tra'haaction of pur
chase the purchaser haa such power 
even though 

(a) the transferor was deceived as 
to the identity of the purchaser, or 

(b) the delivery was in exchange 
for a check which is later dilhonored, 
or 

(c) it was agreed that the trana
action was to be a "cash sale," or 

(d) the delivery was procured 
through fraud punishable aa larce
nous under the criminal law. 

(2) Any entrusting of possession 
of goods to a merchant who deals in 
goods of that kind gives him power to 
transfer all rights of the entruster to 
a buyer in ordinary course of busi
ness. 

(3) "Entrusting'' includes an7 de
livery and any acquiescence in reten
tion of posseaBion regardless of any 
condition expressed between the par
ties to the delivery or acquiescence 
and regardless of whether the pro
curement of the entruatirur or the 
possessor's disposition of the goods 
have been such as to be larcenous un
der the criminal law. 

( 4) The rights of other purchasers 
of goods and of lien creditors are 
governed by the Articles on Secured 
Transactions (Article 9), Bulk Trans
fers (Article 6) and Documents of 
Title (Article 7). 

PART ll 
PERFORMANCE 

Section 2--501. Insurable Interest 
in Goods ; Manner of Identification of 
Goods. 

( 1) The buyer obtains a special 
property and an insurable interest in 
goods by identification of aisting 
goods as goods to which· the contract 
refers even though -tbe goods so iden
tified are non-conforming and he has 
an option to return or reject them. 
Such identification can be made at 
any time and in any manner explicitly 
agreed to by the parties. In the ab
sence of explicit agreement identifica
tion occurs 

(a) when the contract is made if it 
is for the sale of goods already ex
isting and identifted; 

(b) if the contract is for the sale 
of future goods other than thotle de-
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scribed in paragraph (c), when goods 
are shipped, marked or otherwise des
ignated by the seller as goods to 
which the contract refers; 

(c) when the crops are planted or 
otherwise become growing crops or 
the young are conceived if the con
tract is for the sale of unborn young 
to be born within twelve months after 
contracting or for the sale of crops to 
be harvested within twelve months or 
the next normal harvest season after 
contracting whichever is longer. 

( 2) The seller retains an insurable 
interest in goods so long as title to or 
any security interest in the goods re
mains in him and where the identifi
cation is by the seller alone he may 
until default or insolvency or notifi
cation to the buyer that the identi
fication is final substitute other goods 
for those identified. 

(3) Nothing in this section impairs 
any insurable interest recognized un
der any other statute or rule of law. 
Section 2-502. Buyer's Right to 
Goods on Seller's Insolvency. 

(1) Subject to subsection (2) and 
even though the goods have not been 
shipped a buyer who has paid a part 
or all of the price of goods in which 
he has a special property under the 
provisions of the immediately preced
ing section may on making and keep
ing good a tender of any unpaid por
tion of their price recover them from 
the seller if the seller becomes insol
vent within ten days after receipt of 
the first installment on their price. 

(2) If the identification creating 
his special property has been made by 
the buyer he acquires the right to re
cover the good's only if they conform 
to the contract for sale. 

Section 2-503. Manner of Seller's 
Tender of Delivery. 

(1) Tender of delivery requires 
that the seller put and hold conform
ing goods at the buyer's disposition 
and give the buyer any notification 
reasonably necessary to enable him to 
take delivery. The manner, time and 
place for tender are determined by 
the agreement and this Article, and 
ir. particular 

(a) tender must be at a reasonable 
hour, and if it is of goods they must 
be kept available for the period rea
sonably necessary to enable the buyer 
to take possession; but 

( b) unless otherwise agreed the 
buyer must furnish facilities reason
ably suited to the receipt of the goods. 

(2) Where the case is within the 
next section respecting shipment tend-

er requires that the seller comply 
with its provisions. 

( 3) Where the seller is required to 
deliver at a particular destination 
tender requires that he comply with 
su~section ( 1) and also in any appro
priate case tender documents as de
scribed in subsections (4) and (5) of 
this section. 

. ( 4) Where goods are in the posses
s10n of a bailee and are to be deliv
ered without being moved 

(a) tender requires that the seller 
either tender a negotiable document 
of title covering such goods or pro
cure acknowledgment by the bailee of 
the buyer's right to possession of the 
goods; but 

( b) tender to the buyer of a non
negotiable document of title or of a 
written direction to the bailee to de
liver is sufficient tend'er unless the 
buyer seasonably objects, and receipt 
by the bailee of notification of the 
buyer's rights fixes those rights as 
against the bailee and all third per
sons; but risk of loss of the goods 
and of any failure by the bailee to 
honor the non-negotiable document of 
title or to obey the direction remains 
on the seller until the buyer has had 
a reasonable time to present the docu
ment or direction, and a refusal by 
the bailee to honor the document or 
to obey the direction defeats the 
tender. 

( 5) Where the contract requires the 
seller to deliver documents 

(a) he must tender all such docu
ments in correct form, except as pro
vided in this Article with respect to 
bills of lading in a set (subsection 
(2) of Section 2-323); and 

( b) tender through customary 
banking channels is sufficient and dis
honor of a draft accompanying the 
documents constitutes non-acceptance 
or rejection. 

Section 2-504. Shipment by Seller. 
Where the seller is required or au

thorized to send the goods to the buy
er and the contract does not require 
him to deliver them at a particular 
destination, then unless otherwise 
agreed he must 

(a) put the goods in the possession 
of such a carrier and make such a 
contract for their transportation as 
may be reasonable having regard to 
the nature of the goods and other 
circumstances of the case; and 

(b) obtain and promptly deliver or 
tender in due form any document 
necessary to enable the buyer to ob
tain possession of the goods or other-
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wise required by the agreement or by which was apparently regular on its 
usage of trade; and face. 

(c) promptly notify the buyer of Section 2--507. Eft'ect of Seller's 
the shipment. Tender; Delivery on Condition. 

Failure to notify the buyer under ( 1) Tender of delivery is a condi-
paragraph (c) or to make a proper tion to the buyer's duty to accept the 
contract under paragraph (a) is a goods and, unless otherwise agreed, 
ground for rejection only if material to his duty to pay for them. Tender 
delay or loss ensues. entitles the seller to acceptance of 

Section 2-506. Seller's Shipment the goods and to payment according 
Under Reservation. to the contract. 

( 1) Where the seller has identified (2) Where payment is due and de-
goods to the contract by or before rnanded on the delivery to the buyer 
shipment: of goods or documents of title, his 

(a) his procurement of a nego- right as against the seller to retain 
tible bill of lading to his own order or dispose of them is conditional upon 
or otherwise reserves in him a securi- his making the payment due. 
ty interest in the goods. His procure-
ment of the bill to the order of a Section 2-508. Cure by Seller of 
financing agency or of the buyer in- Improper Tender or Delivery; Re
dicates in addition only the seller's placement. 
expectation of transferring that in- (1) Where any tender or delivery 
terest to the person named. by the seller is rejected because non-

(b) a non-negotiable bill of lading conforming and the time for perform
to himself or his nominee reserves ance has not yet expired, the seller 
possession of the goods as security may seasonably notify the buyer of 
but except in a case of conditional de- his intention to cure and may then 
livery (subsection (2) of Section 2-- within the contract time make a con-
507) a non-negotiable bill of lading forming delivery. 
naming the buyer as consignee re- (2) Where the buyer rejects a non
serves no security interest even conforming tender which the seller had 
though the seller retains possession reasonable grounds to believe would 
of the bill of lading. be acceptable with or without money 

(2) When shipment by the seller allowance the seller may if he season
with reservations of a security in- ably notifies the buyer have a fur
terest is in violation of the contract ther reasonable time to substitute a 
for sale it constitutes an improper conforming tender. 
contract for transportation within the Section 2--509. Risk of Loss in the 
preceding section but impairs neither Absence of Breach. 
the rights given to the buyer by (1) Where the contract requires or 
shipment and identification of the authorizes the seller to ship tbs goods 
goods to the contract nor the seller's by carrier 
powers as a holder of a negotiable (a) if it does not ~ him to 
document. deliver them at a particular desti-

Section 2--506. Rights of Financ- nation, the risk of loss passes to the 
ing Agency. buyer when the goods are duly de-

(1) A financing agency by paying livered to the carrier even though the 
or purchasing for value a draft which shipment is under reservation (Sec
relates to a shipment of goods ac- tion 2-505); but 
quires to the extent of the payment (b) if it does require him to deliver 
or purchase and in addition to its them at a particular destination and 
own rights under the draft and any the goods are there duly tendered 
document of title securing it any while in the possession of the carrier, 
rights of the shipper in the goods the risk of loss passes to the buyer 
including the right to stop delivery when the goods are there duly so 
and the shipper's right to have the tendered as to enable the buyer to 
draft honored by the buyer. take delivery. 

(2) The right to reimbursement of (2) Where the goods are held by 
a financing agency which has in good a bailee to be delivered without be
faith honored or purchased the draft ing moved, the risk of loss passes to 
under commitment to or authority the buyer. 
from the buyer is not impaired by (a) on his receipt of a negotiable 
subsequent discovery of defects with document of title covering the goods; 
reference to any relevant document or 
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(b) on acknowledgement by the 

bailee of the buyer's right to posses
sion of the goods; or 

(c) after his receipt of a non-nego
tiable document of title or other writ
ten direction to deliver, as provided 
in subsection ( 4) (b) of Section 2-
503. 

( 3) In any case not within subsec
tion (1) or (2), the risk of loss passes 
to the buyer on his receipt of the 
goods if the seller is a merchant; 
otherwise the risk passes to the buyer 
on tender of delivery. 

( 4) The provisions of this section 
are subject to contrary agreement of 
the parties and to the provisions of 
this Article on sale or approval (Sec
tion 2-327) and on effect of breach 
on risk of loss (Section 2-510). 

Section 2-510. Effect of Breach on 
Risk of Loss. 

(1) Where a tender or delivery of 
goods so fails to conform to the con
tract as to give a right of rejection 
the risk of their loss remains on the 
seller until cure or acceptance. 

(2) Where the buyer rightfully re
vokes acceptance he may to the ex
tent of any deficiency in his effective 
insurance coverage treat the risk of 
loss as having rested on the seller 
from the beginning. 

(3) Where the buyer as to conform
ing goods already identified to the 
contract for sale repudiates or is 
otherwise in breach before risk of 
their loss has passed to him, the 
seller may to the extent of any de
ficiency in his effective insurance cov
erage treat the risk of loss as rest
ing on the buyer for a commercially 
reasonable time. 

Section 2-511. Tender of Payment 
by Buyer; Payment by Check. 

(1) Unless otherwise agreed ten
der of payment is a condition to the 
seller's duty to tender and complete 
any delivery. 

(2) Tender of payment is sufficient 
when made by any means or in any 
manner current in the ordinary course 
of business unless the seller demands 
payment in legal tender and gives any 
extension of time reasonably neces
sary to procure it. 

(3) Subject to the provisions of 
this Act on the effect of an instru
ment on an obligation (Section 3-
802), payment by check is conditional 
and is defeated as between the par
ties by dishonor of the check on due 
presentment. 

Section 2-512. Payment by Buyer 
Before Inspection. 

( 1) Where the contract requires 
payment before inspection non-con
formity of the goods does not excuse 
the buyer from so making payment 
unless 

(a) the non-conformity appears 
without inspection; or 

( b) despite tender of the required 
documents the circumstances would 
justify injunction against honor un
der the provisions of this Act (Section 
5-114). 

( 2) Payment pursuant to subsec
tion (1) does not constitute an ac
ceptance of goods or impair the buy
er's right to inspect or any of his 
remedies. 

Section 2-513. Buyer's Right to 
Inspection of Goods. 

( 1) Unless otherwise agreed and 
subject to subsection ( 3), where goods 
are tendered or delivered or identified 
to the contract for sale, the buyer has 
a right befo1·e payment or acceptance 
to inspect them at any reasonable 
place and time and in any reasonable 
manner. When the seller is required 
or authorized to send the goods to the 
buyer, the inspection may be after 
their arrival. 

Section 2-513. Buyer's Right to 
Inspection of Goods. 

(1) Unless otherwise agreed and 
subject to subsection (3), where goods 
are tendered or delivered or identified 
to the contract for sale, the buyer has 
a right before payment or acceptance 
to inspect them at any reasonable 
place and time and' in any reasonable 
manner. When the seller is required 
or authorized to send the goods to the 
buyer, the inspection may be after 
their arrival. 

(2) Expenses of inspection must be 
borne by the buyer but may be recov
ered from the seller if the goods do 
not conform and are rejected. 

( 3) Unless otherwise agreed and 
subject to the provisions of this Ar
ticle on C.I.F. contracts (subsection 
( 3) of Section 2-321), the buyer is 
not entitled to inspect the goods be
fore payment of the p1·ice when the 
contract provides 

(a) for delivery "C.0.D." or on 
other like terms; or 

(b) for payment against documents 
of title, except where such payment 
is due only after the goods are to 
become available for inspection. 

( 4) A place or method of inspec
tion fixed by the parties is presumed 
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to be exclusive but unlea otherwiM 
exprealy acreed it does not postpone 
identification or abift the plaee- for 
delivery or for passing the ria1r. of 
losa. If compliance beeomem impoui· 
ble, inspection ahall be aa provided in 
this section unleu the place or method 
fixed was dearly intended as an in
dispensable condition failure of which 
s voids the contract. 

Section ~14. When Documents 
Deliverable on Acceptance; When on 
Payment. 

Unless otherwise agreed documents 
against which a dndt is drawn are 
to be delivered to the drawee on ac
ceptance of the draft if it is paJllhle 
more than three days after preeent
ment; otherwise, only on payment. 

Section ~16. Preserving Evi
dence of Goods in Dispute. 

In furtherance of the adjustment 
of any claim or dispute 

(a) either party on reaeonable no
tification to the other and for the pur
pose of ascertaining the facts and 
preserving evidence has the right to 
inspect, test and sample the irooda 
including aucb of them as may lie in 
the pouesaion or control of the other; 
and 

(b) the parties may agree to a 
third party inspection or survw. to 
determine the conformity or condition 
of the goods and may agree that the 
fl.ndings shall be binding upon them 
in any subsequent litigation or ad
justment. 

PART 6 
BREACH, REPUDIATION AND 

EXCUSE 
Section 2-601. Buyer's Rights on 

Improper Delivery. 
Subject to the _Provisions of this 

Article on breach 1n installment COD· 
tracts (Section 2-612) and unlea 
othe~se agreed under the sections 
on contractual limitations of remedy 
(Sections 2--718 and 2--719), if the 
goods or the tender of delivery fail 
in any respect to conform to the COD· 
tract the buyer may 

(a~ reject the whole; or 
(b) accept the whole; or 
(c) accept any commercial unit or 

units and reject the rest. 
Section 2-602. Manner and Ed'ect 

of Rightful Rejection. 
(1) Rejection of eoods must be 

within a reaaonable tltne after their 
delivery or tender. It is ined'ective 
unless the buyer -aonably notifies 
the seller. 

(2) Subject to the provisions of the 

two followinc MCtiGU aa reject.eel 
gooda ( SecticlDa l-608 and t.--f04). 

(a) after rejeetion any --au of 
ownership by tbe buyer with ..,.a 
to any commercial unit ia wronsfUl aa 
against the Miler; and 

( b) if the buyer has before rejec
tion taken pbyaieal po•!aaion of 
goods in which he do. not ha'lll a 
security interest under the provialom 
of tbia Artide ( aubMCtiaa (I) of Sec
tion 2--711), be ia under a duty after 
rejection to bold them with iw.iioDable 
care at the seller'• cliapoldtioll for a 
time auftlcient to permit the ..Uer to 
remove them; bat 

( c) the buyer baa no further obli
gations with regard to gooda richtfllJ. 
ly rejected. 

( 3) The aeller'a righta with reapect 
to goods wrongfully reject.eel are gov
erned by the provilliou of tbla Artide 
on Seller'• remedies in 19Deral (Sec
tion Z-703). 

Section ll-603. Merehant BU7V'a 
Duties aa to Rightfully Rejected 
Goods. 

(1) Subject to any ..urity inter
est in the buyer (mbaection (3) of 
Section 2--711), when the Miler baa 
no qent or place of buinem at the 
market of rejection a merehant buyer 
is under a duty after rejection of 
goods in hi• poaMmion or control to 
follow any ~nable instructions re
ceived from the seJJer with respect to 
the goods and in the abeence of such 
instructions to make reaaonable ef. 
forts to sell them for the aeller's ac
count if they are periahable or threat
en to deeline in value ll)leecllly. Jn. 
struetions are not reaMDable if on 
demand indemnity for ~ la not 
forthcoming. 

(2) When the buyer ..Ua seod• un
der subtiection ( 1), he i• entitled to 
reimbursement from the ..Uer or out 
of the proceeds for reaaonahle ex
pena. of caring for and aelling them, 
and if the expenses indude ne melling 
commiallion then to 111cb commlmion 
as is usual in the trade Or if there ia 
none to a reaeonable nm not ex· 
ceeding ten per cent on the gross 
proceeds. 

(3) In complying with tbia aection 
the buyer ia held only to good faith 
and good faith conduct hereunder is 
neither acceptance nor convanfon nor 
the ballia of an action for danulcM. 

Section ll-604. Buyer'• Optiou as 
to Salvage of Richtfully Bejeet.ed 
Goods. 

Subject to the provilliou of the Im· 
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mediately preceding section on per
ishables if the seller gives no instruc
tions within a reasonable time after 
notification of rejection the buyer may 
store the rejected goods for the sell
er's account or reship them to him or 
resell them for the seller's account 
with reimbursement as provided in 
the preceding section. Such action is 
not acceptance or conversion. 

Section 2~05. Waiver of Buyer's 
Objections by Failure to Particular
ize. 

( 1) The buyer's failure to state in 
connection with rejection a particular 
defect which is ascertainable by rea
sonable inspection precludes him from 
relying on the unstated defect to jus
tify rejection or to establish breach 

(a) where the seller could have 
cured it if stated seasonably; or 

(b) between merchants when the 
seller has after rejection made a re
quest in writing for a full and final 
written statement of all defects on 
which the buyer proposes to rely. 

(2) Payment against d'ocuments 
made without reservation of rights 
precludes recovery of the payment 
for defects apparent on the face of 
the documents. 

Section 2--606. What Constitutes 
Acceptance of Goods. 

( 1) Acceptance of goods occurs 
when the buyer 

(a) after a reasonable opportunity 
to inspect the goods signifies to the 
seller that the goods are conforming 
or that he will take or retain them in 
spite of their non-conformity; or 

(b) fails to make an effective re
jection (subsection (1) of Section 2 
-602), but such acceptance does not 
occur until the buyer has had a rea
sonable opportunity to inspect them; 
or 

(c) does any act inconsistent with 
the seller's ownership; but if such act 
is wrongful as against the seller it is 
an acceptance only if ratified by him. 

(2) Acceptance of a part of any 
commercial unit is acceptance of that 
entire unit. 

Section 2--607. Effect of Accept
ance; Notice of Breach; Burden of 
Establishing Breach After Accept
ance; Notice of Claim or Litigation to 
Person Answerable Over. 

(1) The buyer must pay at the con
tract rate for any goods accepted'. 

(2) Acceptance of goods by the 
buyer precludes rejection of the goods 
accepted and if made with knowledge 
of a non-conformity cannot be re-

voked because of it unless the accept
ance was on the reasonable assump
tion that the non-conformity would 
be seasonably cured but acceptance 
does not of itself impair any other 
remedy provided· by this Article for 
non-conformity. 

( 3) Where a tender has been ac
cepted 

(a) the buyer must within a rea
sonable time after he discovers or 
should have discovered any breach no
tify the seller of breach or be barred 
from any remedy; and 

( b) if the claim is one for infringe
ment or the like (subsection (3) of 
Section 2--312) and the buyer is sued 
as a result of such a breach he must 
so notify the seller within a reason
able time after he receives notice of 
the litigation or be barred from any 
remedy over for liability established 
by the litigation. 

( 4) The burden is on the buyer to 
establish any breach with respect to 
the goods accepted. 

( 5) Where the buyer is sued for 
breach of a warranty or other obli
gation for which his seller is answer
able over 

(a) he may give his seller written 
notice of the litigation. If the notice 
states that the seller may come in 
and defend and that if the seller does 
not do so he will be bound in any ac
tion against him by his buyer by any 
determination of fact common to the 
two litigations, then unless the seller 
after seasonable receipt of the notice 
does come in and defend he is so 
bound 

(b) if the claim is one for infringe
ment or the like (subsection ( 3) of 
Section 2-312) the original seller 
may demand in writing that his buyer 
turn over to him control of the litiga
tion including settlement or else be 
barred from any remedy over and if 
he also agrees to bear all expense 
and to satisfy any adverse judgment, 
then unless the buyer after season
able receipt of the demand doe• turn 
over control the buyer is so barred. 

( 6) The provisions of subsections 
(3), (4) and (5) apply to any obli
gation of a buyer to hold the seller 
harmless against infringemen~ or the 
like (subsection ( 3) of Section 2--
312). 

Section 2-608. Revocation of Ac
ceptance in Whole or in Part. 

(1) The buyer may revoke his ac
ceptance of a lot or commercial unit 
whose non-conformity substantially 
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impairs its value to him if he has ac
cepted it 

(a) on the reasonable assumption 
that its non-conformity would be 
cured and it has not been seasonably 
cured; or 

(b) without discovery of such non
conformity if his acceptance was rea
sonably induced either by the difficul
ty of discovery before acceptance or 
by the seller's assurances. 

(2) Revocation of acceptance must 
occur within a reasonable time after 
the buyer discovers or should have 
discovered the ground for it and be
fore any substantial change in condi
tion of the goods which is not caused 
by their own defects. It is not effec
tive until the buyer notifies the seller 
of it. 

(3) A buyer who so revokes has 
the same rights and duties with re
gaTd to the goods involved as if he 
had rejected them. 

Section 2-609. Right to Adequate 
Assurance of Performance. 

( 1) A contract for sale imposes an 
obligation on each party that the oth
er's expectation of receiving due per
formance will not be impaired. When 
reasonable grounds for insecurity 
arise with respect to the performance 
of either party the other may in writ
ing demand adequate assurance of 
due performance and until he receives 
such assurance may if commercially 
reasonable suspend any performance 
for which he has not already received 
the agreed return. 

(2) Between merchants the rea
sonableness of grounds for insecurity 
and the adequacy of any assurance 
offered shall be determined according 
to commercial standards. 

(3) Acceptance of any improper 
delivery or payment does not preju
dice the aggrieved party's right to 
demand adequate assurance of future 
performance. 

( 4) Afte1· receipt of a justified de
mand failure to provide within a rea
sonable time not exceeding thirty 
days such assurance of due perform
ance as is adequate under the circum
stances of the particular case is a re
pudiation of the contract. 

Section 2-610. Anticipatory Repu
diation 

When either party repudiates the 
contract with respect to a perform
ance not yet due the loss of which 
will substantially impair the value of 
the contract to the other, the ag
grieved party may 

(a) for a commercially reasonable 
time await performance by the repu
diating party; or 

(b) resort to any remedy for 
breach (Section 2-703 or Section 2-
711), even though he has notified the 
repudiating party that he would await 
the latter's performance and has 
urged retraction; and 

( c) in either case suspend his own 
performance or proceed in accordance 
with the provisions of this Article 
on the seller's right to identify goods 
to the contract notwithstanding 
breach or to salvage unfinished goods 
(Section 2-704). 

Section 2---Sll. Retraction of Antic
ipatory Repudiation. 

(1) Until the repucliating party's 
next performance is due he can re
tract his repudiation unless the ag
grieved party has since the repudia
tion cancelled or materially changed 
his position or otherwise indicated 
that he considers the repudiation 
final. 

(2) Retraction may be by any 
method which clearly indicates to 
the aggrieved party that the repudi
ating party intends to perform, but 
must include any assurance justifi
ably demanded under the provisions 
of this Article (Section 2---609). 

(S) Retraction reinstates the re
pudiating party's rights under the 
contract with due excuse and allow
ance to the aggrieved party for any 
delay occasioned by the repudiation. 

Section 2---612. "Installment Con
tract"; Breach. 

( 1) An "installment contract" is 
one which requires or authorizes the 
delivery of goods in separate lots to 
be separately accepted, even though 
the contract contains a clause "each 
delivery is a separate contract" or 
its equivalent. 

(2) The buyer may reject any in
stallment which is non-conforming if 
the non-conformity substantially im
pairs the value of that installment 
and cannot be cured or if the non
conformity is a defect in the required 
documents; but If the non-conformity 
does not fall within subsection (3) 
and the seller gives adequate assur
ance of its cure the buyer must ac
cept that installment. 

(3) Whenever non-conformity or 
default with respect to one or more 
installments substantially impairs 
the value of the whole contract there 
is a breach of the whole. But the 
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aggrieved party reinstates the con
tract if he accepts a non-conforming 
installment without seasonably noti
fying of cancellation or if he brings 
an action with respect only to past 
installments or demands performance 
as to future installments. 

Section 2-613. Casualty to Iden
tified Goods. 

Where the contract requires for its 
performance goods identified when 
the contract is made, and the goods 
suffer casualty without fault of either 
party before the risk of loss passes 
to the buyer, or in a proper case 
under a "no arrival, no sale" term 
(Section 2-324) then 

(a) if the loss is total the con
tract is avoided; and 

(b) if the loss is partial or the 
goods have so deteriorated as no 
longer to conform to the contract the 
buyer may nevertheless demand in
spection and at his option either treat 
the contract as avoided or accept the 
goods with due allowance from the 
contract price for the deterioration 
or the deficiency in quantity but with
out further right against the seller. 

Section 2-614. Substituted Per
formance. 

( 1) Where without fault of either 
party the agreed berthing, loading, or 
unloading facilities fail or an agreed 
type of carrier becomes unavailable 
or the agreed manner of delivery 
otherwise becomes commercially im
practical but a commercially reason
able substitute is available, such sub
stitute performance must be tendered 
and accepted. 

(2) If the agreed means or man
ner of payment fails because of do
mestic or foreign governmental reg
ulation, the seller may withhold or 
stop delivery unless the buyer pro
vides a means or manner of payment 
which is commercially a substantial 
equivalent. If delivery has already 
been taken, payment by the means 
or in the manner provided by the 
regulation discharges the b_uyei:'s ~b
ligation unless the regulat10n 1s dis
criminatory, oppressive or predatory. 

Section 2-615. Excuse by Failure 
of Presupposed Conditions. 

and (c) is not a breach of his duty 
under a contract for sale if perform
ance as agreed has been made im
practicable by the occurrence of a 
contingency and non~occurrence of 
which was a basic assumption on 
which the contract was made or by 
compliance in good faith with any 
applicable foreign or domestic goY
ernmental regulation or order wheth
er or not it later proves to be in
valid. 

(b) Where the causes mentioned in 
paragraph (a) affect ·only a part of 
the seller's capacity to perform, he 
must allocate production and deliv
eries among his customers but may at 
his option include regular customers 
not then under contract as well as 
his own requirements for further 
manufacture. He may so allocate in 
any manner which is fair and reason
able. 

( c) The seller must notify the buy
er seasonably that there will be de
lay or non-delivery and, when alloca
tion is required under paragraph (b), 
of the estimated quota thus made 
available for the buyer. 

Section 2-616. Procedure on Notice 
Claiming Excuse. 

(1) Where the buyer receives no
tification of a material or indefinite 
delay or an allocation justified under 
the preceding section he may by writ
ten notification to the seller as to 
any delivery concerned, and where 
the prospective deficiency substan
tially impairs the value of the whole 
contract under the provisions of this 
Article relating to breach of install
ment contracts (Section 2-612), then 
also as to the whole, 

(a) terminate and thereby dis
charge any unexecuted portion of the 
contract; or 

(b) modify the contract by agree
ing to take his available quota in 
substitution. 

(2) If after receipt of such notifi
cation from the seller the buyer fails 
so to modify the contract within a 
reasonable time not exceeding thirty 
days the contract lapses with respect 
to any deliveries affected. 

( 3) The provisions of this section 
may not be negated by agreement ex
cept in so far as the seller has as
sumed a greater obligation under the 
preceding section. 

Except so far as a seller may have 
assumed a greater obligation and 
subject to the preceding section on 
substituted performance: 

(a) Delay in delivery or non-deliv
ery in whole or in part by a seller 

who complies with paragraphs (b) 

PART 7 
REMEDIES 

Section 2 - 701. Remedies for 
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Breach of Collateral Contracts Not 
Impaired. 

Remedies for breach of any obli
gation or promise collateral or ancil
lary to a contract for sale are not 
impaired by the provisions of this 
Article. 

Section 2-702. Seller's Remedies 
on Discovery of Buyer's Insolvency. 

( 1) Where the seller discovers the 
buyer to be insolvent he may refuse 
delivery except for cash including 
payment for all goods theretofore 
delivered under the contract, and stop 
delivery under this Article (Section 
2-705). 

(2) Where the seller discovers that 
the buyer has received goods on 
credit while insolvent he may reclaim 
the goods upon demand made within 
ten days after the receipt, but if mis
representation of solvency has been 
made to the particular seller in writ
ing within three months before de
livery the ten day limitation does not 
apply. Except as provided in this sub
section the seller may not base a 
right to reclaim goods on the buyer's 
fraudulent or innocent misrepresen
tation of solvency or of intent to pay. 

( 3) The seller's right to reclaim un
der subsection (2) is subject to the 
rights of a buyer in ordinary course 
or other good faith purchaser or lien 
creditor under this Article (Section 
2-403). Successful reclamation of 
goods excludes all other remedies 
with respect to them. 

Section 2-703. Seller's Remedies in 
General. 

Where the buyer wrongfully rejects 
or revokes acceptance of goods or 
fails to make a payment due on or 
before delivery or repudiates with 
respect to a part or the whole, then 
with respect to any goods directly 
affected and, if the breach is of the 
whole contract (Section 2---612), then 
also with respect to the whole unde
livered balance, the aggrieved seller 
may 

(a) withhold delivery of such 
goods; 

(b) stop delivery by any bailee as 
hereafter provided provided (Section 
2-705); 

( c) proceed under the next section 
respecting goods still unidentified to 
the contract; 

(d) resell and recover damages as 
hereafter provided (Section 2-706); 

(e) recover damages for non-ac
ceptance (Section 2-708) or in a 

proper case the price (Section 2-
709); 

(f) cancel. 
Section 2-704. Seller's Right to 

Identify Goods to the Contract Not
withstanding Breach or to Salvage 
Unfinished Goods. 

(1) An aggrieved seller under the 
preceding section may 

(a) identify to the contract con
forming goods not already identified 
if at the time he learned of the 
breach they are in his poaaession or 
control; 

(b) treat as the subject of resale 
goods which have demonstrably been 
intended for the particular contract 
even though those goods are unfin
ished. 

(2) Where the goods are unfinished 
an aggrieved seller may in the exer
cise of reasonable commercial judg
ment for the purposes of avoiding 
loss and of effective realization either 
complete the manufacture and whol
ly identify the goods to the contract 
or cease manufacture and resell for 
scrap or salvage value or proceed in 
any other reasonable manner. 

Section 2-705. Seller's Stoppage of 
Delivery in Transit or Otherwise. 

( 1) The seller may stop delivery 
of goods in the possession of a car
rier or other bailee when he discov
ers the buyer to be insolvent (Sec
tion 2-702) and may stop delivery 
of carload, truckload, plane load or 
larger shipments of express or freight 
when the buyer repudiates or fails 
to make a payment due before deliv
ery or if for any other reason the 
seller has a right to withhold or re
claim the goods. 

(2) As against such burr the sell
er may stop delivery unti 

(a) receipt of the goods by the 
buyer; or 

(b) acknowledgment to the buyer 
by any bailee of the goods except a 
carrier that the bailee holds the goods 
for the buyer; or 

(c) Such acknowledgement to the 
buyer by a carrier by reshipment or 
as warehouseman; or 

(d) negotiation to the buyer of any 
negotiable document of title covering 
the goods. 

(3) (a) To stop delivery the seller 
must so notify as to enable the bailee 
by reasonable diligence to prevent de
livery of the goods. 

(b) After such notification the 
bailee must hold and deliver the goods 
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according to the directions of the sell
er but the seller is liable to the bailee 
for any ensuing charges or damages. 

( c) If a negotiable document of 
title has been issued for goods the 
bailee is not obliged to obey a noti
fication to stop until surrender of 
the document. 

( d) A carrier who has issued a 
non-negotiable bill of lading is not 
obliged to obey a notification to stop 
received from a person other than 
the consignor. 

Section 2-706. Seller's Resale In
cluding Contract for Resale. 

(1) Under the conditions stated in 
Section 2-703 on seller's remedies, 
the seller may resell the goods con
cerned or the undelivered balance 
thereof. Where the resale is made 
in good faith and in a commercially 
reasonable manner the seller may re
cover the difference between the re
sale price and the contract price to
gether with any incidental damages 
allowed under the provisions of this 
Article (Section 2-710), but less ex
penses saved in consequence of the 
buyer's breach. 

(2) Except as otherwise provided 
in subsection (3) or unless otherwise 
agreed resale may be at public or 
private sale including sale by way of 
one or more contracts to sell or of 
identification to an existing contract 
of the seller. Sale may be as a unit 
or in parcels and at any time and 
place and on any terms but every as
pect of the sale including the method, 
manner, time, place and terms must 
be commercially reasonable. The re
sale must be reasonably identified as 
referring to the broken contract, but 
it is not necessary that the goods be 
in existence or that any or all of 
them have been identified to the con
tract before the breach. 

(3) Where the resale is at private 
sale the seller must give the buyer 
reasonable notification of his inten
tion to resell. 

( 4) Where the resale is at public 
sale 

(a) only identified goods can be 
sold except where there is a recog
nized market for a public sale of fu
tures in goods of the kind; and 

(b) it must be made at a usual 
place or market for public sale if 
one is reasonably available and ex
cept in the case of goods which are 
perishable or threaten to decline in 
value speedily the seller must give 

the buyer reasonable notice of the 
time and place of the resale; and 

( c) if the goods are not to be with
in the view of those attending the sale 
the notification of sale must state the 
place where the goods are located and 
provide for their reasonable inspec
tion by prospective bidders; and 

(d) the seller may buy. 
(5) A purchaser who buys in good 

faith at a resale takes the goods free 
of any rights of the original buyer 
even though the seller fails to com
ply with one or more of the require
ments of this section. 

( 6) The seller is not accountable to 
the buyer for any profit made on any 
resale. A person in the position of 
a seller (Section 2-707) or a buyer 
who has rightfully rejected or jus
tifiably revoked acceptance must ac
count for any excess over the 
amount of his security interest, as 
hereinafter defined (subsection (3) 
of Section 2-711). 

Section 2-707. "Persons in the Po
sition of a Seller." 

( 1) A "person in the position of 
a seller" includes as against a prin
cipal an agent who has paid or be
come responsible for the price of 
goods on behalf of his principal or 
anyone who otherwise holds a secur
ity interest or other right in goods 
similar to that of a seller. 

(2) A person in the position of a 
seller may as provided in this Ar
ticle withhold or stop delivery (Sec
tion 2-705) and resell (Section 2-
706) and recover incidental damages 
(Section 2-710). 

Section 2-708. Seller's Damages 
for Non-acceptance or Repudiation. 

(1) Subject to subsection (2) and 
to the provisions of this Article with 
respect to proof of market price 
(Section 2-723), the measure oi 
damages for non-acceptance or repu· 
diation by the buyer is the difl'erencE 
between the market price at the time 
and place for tender and the unpaiC 
contract price together with any in· 
cidental damages provided in this Ar· 
ticle (Section 2-710), but less ex· 
penses saved in consequence of th• 
buyer's breach. 

(2) If the measure of damages pro· 
vided in subsection (1) is inadequat• 
to put the seller in as good a posi 
tion as performance would have don• 
then the measure of damages is th• 
profit (including reasonable over 
head) which the seller would hav1 
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made from full performance by the 
buyer, together with any incidental 
damages provided in this Article 
(Section 2---710), due allowance for 
costs reasonably incurred and due 
credit for payments or proceeds of 
resale. 

Section 2---709. Action for the 
Price. 

( 1) When the buyer fails to pay 
the price as it becomes due the seller 
may recover, together with any inci
dental damages under the next sec
tion, the price 

(a) of goods accepted or of con
forming goods lost or damaged within 
a commercially reasonable time after 
risk of their loss has passed to the 
buyer; and 

(b) of goods identified to the con
tract if the seller is unable after rea
sonable effort to resell them at a rea
sonable price or the circumstances 
reasonably indicate that such effort 
will be unavailing. 

(2) Where the seller sues for the 
price he must hold for the buyer any 
goods which have been identified to 
the contract and are still in his con
trol except that if resale becomes 
possible he may resell them at any 
time prior to the collection of the 
judgment. The net proceeds of any 
such resale must be credited to the 
buyer and payment of the judgment 
entitles him to any goods not resold. 

(3) After the buyer has wrong
fully rejected or revoked acceptance 
of the goods or has failed to make 
a payment due or has repudiated 
(Section 2---610), a seller who is 
held not entitled to the price under 
this section shall nevertheless be 
awarded damages for non-acceptance 
under the preceding section. 

Section 2---710. Seller's Incidental 
Damages. 

Incidental damages to an aggrieved 
seller include any commercially rea
sonable charges, expenses or commis
sions incurred in stopping delivery, in 
the transportation, care and c1µ1tody 
of goods after the buyer's breach, in 
connection with return or resale of 
the goods or otherwise resulting from 
the breach. 

Section 2---711. Buyer's Remedies 
in General; Buyer's Security Interest 
in Rejected Goods. 

(1) Where the seller fails to make 
delivery or repudiates or the buyer 
rightfully rejects or justifiably re
vokes acceptance then with respect 

to any goods involved, and with re
spect to the whole if the breach goes 
to the whole contract (Section 2---
612), the buyer may cancel and 
whether or not he has done so may 
in addition to recovering so much of 
the price as has been paid 

(a) "cover'' and have damages un
der the next section as to all the 
goods affected whether or not they 
have been identified to the contract; 
or 

(b) recover damages for non-de
livery as provided in this Article 
(Section 2---713). 

(2) Where the seller faila to de
liver or repudiates the buyer may 
also 

(a) if the goods have been iden
tified recover them as provided in this 
Article (Section 2-602); or 

(b) in a proper case obtain specific 
performance or replevy the goods as 
provided in this Article (Section 2---
716). 

(3) On rightful rejection or justi
fiable revocation of acceptance a buy
er has a security interest in goods 
in his posession or control for any 
payments made on their price and any 
expenses reasonably incurred in their 
inspection, receipt, transportation, 
care and custody and may hold such 
goods and resell them in like man
ner as an aggrieved seller (Section 
2---706). 

Section 2---712. "Cover"; Buyer's 
Procurement of Substitute Goods. 

( 1) After a breach within the pre
ceding section the buyer may "cover'' 
by making in good faith and without 
unreasonable delay any reasonable 
purchase of or contract to purchase 
goods in substitution for those due 
from the seller. 

(2) The buyer may recover from 
the seller as damages the difference 
between the cost of cover and the 
contract price together with any in
cidental or consequential damages as 
hereinafter definet:l (Section· 2---715), 
but less expenses saved in conse
quence of the seller's breach. 

(3) Failure of the buyer to effect 
cover within this section does not 
bar him from any other remedy. 

Section 2---713. Buyer's Damages 
for Non-Delivery or Repudiation. 

(1) Subject to the provisions of 
this Article with respect to proof of 
market price (Section 2-713), the 
measure of damages for non-delivery 
or repudiation by the seller is the 
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difference between the market price 
at the time when the buyer learned 
of the breach and the contract price 
together with any incidental and con
sequential damages provided in this 
Article (Section 2-715), but less ex
penses saved in consequence of the 
seller's breach. 

(2) Market price is to be deter
mined as of the place for tender or, 
in cases of rejection after arrival or 
revocation of acceptance, as of the 
place of arrival. 

Section 2-714. Buyer's Damages 
for Breach in Regard to Accepted 
Goods. 

( 1) Where the buyer has accepted 
goods and given notification (subsec
tion (3) of Section 2-607) he may 
recover as damages for any non-con
formity of tender the loss resulting 
in the ordinary course of events from 
the seller's breach as determined in 
any manner which is reasonable. 

(2) The measure of damages for 
breach of warranty is the difference 
at the time and place of acceptance 
between the value of the goods ac
cepted and the value they would have 
had if they had been as warranted, 
unless special circumstances show 
proximate damages of a different 
amount. 

( 3) In a proper case any incidental 
and consequential damages under the 
next section may also be recovered. 

Section 2-715. Buyer's Incidental 
and Consequential Damages. 

( 1) Incidental damages resulting 
from the seller's breach include ex
penses reasonably incurred in inspec
tion, receipt, transportation and care 
and custody of goods rightfully re
jected, any commercialy r.ea~onab!e 
charges, expenses or comm1ss1ons 1n 
connection with effecting cover and 
any other reasonable expenses inci
dent to the delay or other breach. 

(2) Consequential damages result
ing from the seller's breach include 

(a) any loss resulting from gen
eral or particular requirements '.Ind 
needs of which the seller at the time 
of contracting had reason to know 
and which could not reasonably be 
prevented by cover or otherwise; and 

decreed where the goods are unique 
or in other proper circumstances. 

(2) The decree for specific per
formance may include such terms and 
conditions as to payment of the price, 
damages, or other relief as the court 
may deem just. 

( 3) The buyer has a right of re
plevin for goods identified to the 
contract if after reasonable effort he 
is unable to effect cover for such 
goods or the circumstances reason
ably indicate that such effort will be 
unavailing or if the goods have been 
shipped under reservation and satis
faction of the security interest in 
them has been made or tendered. 

Section 2-717. Deduction of Dam
ages From the Price. 

The buyer on notifying the seller 
of his intention to do so may deduct 
all or any part of the damages re
sulting from any breach of the con
tract from any part of the price still 
due under the same contract. 

Section 2-718. Liquidation or Limi
tation of Damages; Deposits. 

( 1) Damages for breach by either 
party may be liquidated in the agree
ment but only at an amount which 
is reasonable in the light of the an
ticipated or actual harm caused by 
the breach, the difficulties of proof 
of loss, and the inconvenience or non
feasibility of otherwise obtaining an 
adequate remedy. A term fixing un
reasonably large liquidated damages 
is void as a penalty. 

(2) Where the seller justifiably 
withholds delivery of goods because 
of the buyer's breach, the buyer is 
entitled to restitution of any amount 
by which the sum of his payments 
exceeds 

(a) the amount to which the sell
er is entitled by virtue of terms liqui
dating the seller's damages in ac
cordance with subsection (1), or 

(b) in the absence of such terms, 
twenty per cent of the value of the 
total performance for which the buy
er is obligated under the contract 
or $500, whichever is smaller. 

( 3) The buyer's right to restitution 
under subsection (2) is subject to 
offset to the extent that the seller 
establishes (b) injury to person or property 

proximately resulting from any 
breach of warranty. 

(a) a right to recover damages un
der the provisions of this Article 

to other than subsection (1), and Section 2-716. Buyer's Right 
Specific Performance or Replevin. 

(1) Specific performance may 
(b) the amount or value of any 

be benefits received by the buyer di-
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rectly or indirectly by reason of the 
contract. 

(4) Where a seller has received 
payment in goods their reasonable 
value or the proceeds of their resale 
shall be treated as payments for the 
purposes of subsection (2); but if 
the seller has notice of the buyer's 
breach before reselling goods re
ceived in part performance, his re
sale is subject to the conditions laid 
down in this Article on resale by 
an aggrieved seller (Section 2---706). 

Section 2---719. Contractual Modifi
cation or Limitation of Remedy. 

(1) Subject to the provisions of 
subsections (2) and (3) of this sec
tion and of the preceding section on 
liquidation and limitation of dam
ages, 

(a) the agreement may provide for 
remedies in addition to or in substi
tution for those J?rovided in this Ar
ticle and may limit or alter the meas
ure of damages recoverable under 
this Article, as by limiting the buy
er's remedies to return of the goods 
and repayment of the price or to 
repair and replacement of non-con
forming goods or parts; and 

(b) resort to a remedy as provided 
is optional unless the remedy is ex
pressly agreed to be exclusive, in 
which case it is the sole remedy. 

(2) where circumstances cause an 
exclusive or limited remedy to fail 
of its essential purpose, remedy may 
be had as provided in this Act. 

(3) Consequential damages ma~ ~e 
limited or excluded unless the limi
tation or exclusion is unconscionable. 
Limitation of consequential damages 
for injury to the pe~on i'! the ~e 
of consumer goods is pnma facie 
unconscionable but limitation of dam
ages where the loss is commercial is 
not. 

Section 2---720. Effect of "Cancel
lation" or "Rescission" on Claims for 
Antecedent Breach. 

Unless the contrary intention clear
ly appears, expressions of "cancella
tion" or "rescission" of the contract 
or the like shall not be construed as 
a renunciation or discharge of any 
claim in damages for an antecedent 
breach. 

Section 2 - 721. Remedies for 
Fraud. 

Remedies for material misrepresen
tation or fraud include all remedies 

available under this Article for non
fraudulent breach. Neither rescission 
or a claim for rescission of the con
tract for sale nor rejection or return 
of the goods shall bar or be deemed 
inconsistent with a claim for damages 
or other remedy. 

Section 2---722. Who Can Sue Third 
Parties for Injury to Goods. 

Where a third party so deals with 
goods which have been identified to 
a contract for sale as to cause ac
tionable injury to a party to that con
tract. 

(a) a right of action against the 
third party is in either party to the 
contract for sale who has title to 
or a security interest or a special 
property or an insurable interest in 
the goods; and if the goods have 
been destroyed or converted a right 
of action is also in the party who 
either bore the risk of loss under the 
contract for sale or has since the 
injury assumed that risk as against 
the other; 

(b) If at the time of the injury 
the party plaintilf did not bear the 
risk of loss as against the other 
party to the contract for sale and 
there is no arrangement between 
them for disposition of the recovery, 
his suit or settlement is, subject to 
his own interest, as a fiduciary for 
the other party to the contract; 

(c) either party may with the con
sent of the other sue for the benefit 
of whom it may concern. 

Section 2---723. Proof of Market 
Price: Time and Place. 

( 1) If an action based on antici
patory repudiation comes to trial J?e
fore the time for performance with 
respect to some or all of the goods, 
any damages based on market price 
(Section 2---708 or Section 2---713) 
shall be determined accordin{ . to the 
price of such goods pre'V&ilmg at 
the time when the aggrieved party 
learned of the repudiation. 

(2) If evidence of a price prevail
ing at the times or places described 
in this Article is not readily available 
the price prevailing within any :r;ea
sonable time before or after the time 
described or at any other place which 
in commercial judgment or under us
age of trade would serve as a rea
sonable substitute for the one de
scribed may be used, making any 
proper allowance for the cost of 
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transporting the goods to or from 
such other place. 

(3) EvMence of a relevant price 
prevailing at a time or place other 
than the one described in this Ar
ticle offered by one partv is not ad
missible unless and until he has given 
the other party such notice as the 
court finds sufficient to prevent un
fair surprise. 

Section 2-724. Admissibility of 
Market Quotations. 

Whenever the prevailing price or 
rnlue of any goods regularly bought 
and sold in any established commodi
ty market is in issue, reports in of
ficial publications or trade journals 
or in newspapers or periodicals of 
general circulation published as the 
reports of such market shall be ad
missible in evidence. The circum
stances of the preparation of such a 
repo1t may be shown to affect its 
weight but not its admissibility. 

Section 2-725. Statute of Limita
tions in Contracts for Sale. 

( 1) An action for breach of any 
contract for sale must be commenced 
withln four years after the cause of 
action has accrued. By the original 
agreement the parties may reduce the 
period of limitation to not less than 
one year but may not extend it . 

(2) A cause of action accrues when 
the breach occurs, regardless of the 
aggrieved party's lack of knowledge 
of the breach. A breach of warranty 
occurs when tender of delivery is 
made, except that where a warranty 
explicitly extends to future perform
ance of the goods and discovery of 
the breach must await the time of 
such performance the cause of ac
tion accrues when the breach is or 
should have been discovered. 

(3) Where an action commenced 
within the time limited by subsection 
(1) is so terminated as to leave 
available a remedy by another action , 
for the same breach such other ac
tion may be commenced after the 
expiration of the time limited and 
within six months after the termina
tion of the first action unless the ter
mination resulted from voluntary dis
continuance or from dismissal for 
failure or neglect to prosecute. 

(4) This section does not alter the 
law on tolling of the statute of lim
itations nor does it apply to causes of 
action which have accrued before thls 
Act became effective. 

ARTICLE 3 
COMMERCIAL PAPER 

PART 1 
SHORT TITLE, FORM AND 

INTERPRETATION 
Section 3-101. Short Title. 
This Article shall be known and 

may be cited as Uniform Commer
cial Code---Commercial Paper. 

Section 3-102. Definitions and In
dex of Definitions. 

( 1) In this Article unless the con
text otherwise requires 

(a) "Issue" means the first de
livery of an instrument to a holder 
of a remitter. 

(b) An "order" is a direction to 
pay and must be more than an au
thorization or request. It must iden
tify the person to pay with reason
able certainty. It may be addressed 
to one or more such persons jointly or 
in the alternative but not in succes
sion. 

( c) A "promise" is an undertaking 
to pay and must be more than an 
acknowledgement of an obligation. 

( d) "Secondary party" means a 
drawer or endorser. 

( e) HJnstrument" means a negotia
ble instrument. 

(2) Other definitions applying to 
this Article and the sections in whlch 
they appear are: 

"Acceptance." Section 3-410. 
"Accommodation party." Section 3 

-415. 
"Alteration." Section 3-407. 
"Certificate of deposit." Section 3-

104. 
"Certification." Section 3-411. 
"Check." Section 3-104. 
"Definite time." Section 3-109. 
"Dishonor." Section 3--507. 
"Draft." Section 3-104. 
"Holder in due course." Section 3-

302. 
"Negotiation." Section 3-202. 
"Note." Section 3-104. 
"Notice of dishonor." Section 3-

508. 
"On demand." Section 3-108. 
"Presentment." Section 3--504. 
"Protest." Section 3-509. 
"Restrictive Indorsement." Section 

3-205. 
"Signature." Section 3-401. 
( 3) The following definitions in 

other A1ticles apply to this Article: 
"Account." Section 4-104. 
"Banking Day." Section 4-104. 
"Clearing house." Section 4-104. 
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"Collecting bank." Section 4-105. 
"Customer." Section 4-104. 
"Depository Bank." Section 4-105. 
"Documentary Draft." Section 4-

104. 
"Intermediary Bank." Section 4-

105. 
"Item." Section 4-104. 
"Midnight deadline." Section 4-

104. 
"Payor bank." Section 4-105. 
( 4) In addition Article 1 contains 

general definitions and principles of 
construction and interpretation ap
plicable throughout this Article. 

Section 3-103. Limitations on 
Scope of Article. 

(1) This Article does not apply to 
money, documents of title or invest
ment securities. 

(2) The provisions of this Article 
are subject to the provisions of the 
Article on Bank Deposits and Collec
tions (Article 4) and Secured Trans
actions (Article 9). 

Section 3-104. Form of Negotiable 
Instruments; "Draft0

; "Check"; "Cer
tificate of Deposit"; "Note.'' 

(1) Any writing to be a negotiable 
instrument within this Article must 

(a) be signed by the maker or 
drawer; and 

(b) contain an unconditional prom
ise or order to pay a sum certain in 
money and no other promise, order, 
obligation or power given by the 
maker or drawer except as authorized 
by this Article; and 

(c) be payable on demand or at 
a definite time; and 

( d) be payable to order or to bear
er. 

(2) A writing which complies with 
the requirements of this section is 

(a) a "draft" ("bill of exchange") 
if it is an order; 

(b) a "check" if it is a draft drawn 
on a bank and payable on demand; 

(c) a "certificate of deposit" if it is 
an acknowledgement by a bank of re
ceipt of money with an engagement 
to repay it; 

(d) a "note" if it is a promise other 
than a certificate of deposit. 

(3) As used in other Articles of 
this Act, and as the context may re
quire, the terms "draft," "check," 
"certificate of deposit" and "note" 
may refer to instruments which are 
not negotiable within this Article as 
well as to instruments which are so 
negotiable. 

Section 3-105. When Promise or 
Order Unconditional. 

(1) A promise or order otherwise 
unconditional is not made conditional 
by the fact that the instrument 

(a) is subject to implied or con
structive conditions; or 

(b) states its consideration, wheth
er performed or promised, or the 
transaction which gave rise to the in
strument, or that the promise or or
der is made or the instrument ma
tures in accordance with or "as per" 
such transaction; or 

( c) refers to or states that it arises 
out of a separate agreement or refers 
to a separate agreement for rights as 
to prepayment or acceleration; or 

(d) states that it is drawn under 
a letter of credit; or 

( e) states that it is secured, wheth
er by mortgage, reservation of title 
or otherwise; or 

(f) indicates a particular account 
to be debited or any other fund or 
source from which reimbursement is 
expected; or 

(g) is limited to payment out of a 
particular fund or the proceeds of a 
particular source, if the instrument is 
isued by a government or govern
mental agency or unit; or 

(h) is limited to payment out of 
the entire assets of a partnership, 
unincorporated association, trust or 
estate by or on behalf of which the 
instrument is issued. 

( 2) A promise or order is not un
conditional if the Instrument 

(a) states that it is subject to or 
governed by any other agreement; or 

(b) states that it is to be paid only 
out of a particular fund or source ex
cept as provided in this section. 

Section 3-106. Sum Certain. 
(1) The sum payable is a sum cer

tain even though it is to be paid 
(a) with stated interest or by 

stated installments; or 
(b) with stated different rates of 

interest before and after default or a 
specified date; or · 

(c) with a stated discount or ad
dition if paid before or after the date 
fixed for payment; or 

(d) with exchange or less exchange, 
whether at a fixed rate or at the cur
rent rate; or 

( e) with costs of collection or an 
attorney's fee or both upon default. 

( 2) Nothing in this section shall 
validate any term which is otherwise 
illegal. 

Section 3-107. Money. 
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C 1) An instrument is payable in 
monPy if the medium of ex<'hange in 
whit:·h it i.s payable i:o money at Ow 
time the instrument is made. An in
strument payable in "rurrency" or 
"C'UIT('fit funds" i!-i pa)'ahle in mon"y. 

(2) A promise or order to pay a 
sum i:;tated in a foreiJ,rn cu?TI'ncy i~ 
for a sum cert..1.in in monev and, un
le:;s a ditre~nt medium of payment 
is specified in the instrument, may be 
satisfied by payment of that nurnb.,r 
of rlollars which the >tater! for~iJ:TI 
currency will purcha'° at the buying 
sight rate for that currency nn the 
day on which the instrument is pay
able or, if payable on demand, on the 
day of demand. If such an instrument 
specifies a foreign currency as the 
medium of payment the instrument is 
payable in that currency. 

Section 3-108. Payable on De
mand. 

Instruments payable on demand in
clude those payable at sight or on 
presentation and those in which no 
time for payment is stated. 

Section 3-109. Definite Time. 
(1) An instrument is payable at a 

definite time if by its terms it is 
payable 

(a) on or before a stated date or 
at a fixed period after a stated date; 
or 

(b) at a fixed period after sight; or 
(c) at a definite time subject to any 

acceleration; or 
( d) at a definite time subject to 

extension at the option of the holder, 
ol' to extension to a further definite 
time at the option of the maker or 
acceptor or automatically upon or 
after a specified act or event. 

(2) An instrument which by its 
terms is otherwise payable only upon 
an act or event uncertain as to time 
of occurrence is not payable at a 
definite time even though the act or 
event has occurred. 

Section 3-110. Payable to Order. 
(1) An instrument is payable to 

order when by its terms it is payable 
to the order or assigns of any per
son therein specified with reasonable 
certainty, or to him or his oi:der, or 
when it is conspicuously designated 
on its face as "exchange" or the like 
and names a payee. It may be payable 
to the order of 

(a) the maker or drawer; or 
(b) the drawee; or 
( c) a payee who is not maker. 

drawer or drawee; or 

(<I) two or more payees toge! her or 
tn the altemati\·e: or 

(e) an estate. trust or fund, in 
whil"h ra.;;e it is payable to the order 
of the representative of such est.ate, 
trust or funrl or hi~ sucresson!i; or 

( f) an otlke, or an oftk.:"r Ly his 
titlP as ~uC'h in which cn:--e it i:i pay. 
;1ble to the princiµal hut th" inrom
bent of thP office or hi~ !'Ucre.:>sors 
may :irt a$ if hf" or they were the 
holder; or 

( g) a partnership or unin<"orporat
f·d a~Fori=-ition, in which case it is pay
ahle to the partnen:.hip or a~soc-intion 
.an<t mav h~ indorsed or trnnsft•rrNJ 
lJy any ·rwrson thereto authorizt'd. 

(2) An instrument not payable to 
order i:" not made so payahle hy such 
words as 0 payable upon return of this 
in~trument properly indorsed." 

( 3) An instrument made payahle 
both to order and to bearer is payable 
to order unless the bearer wonls are 
handwritten or typewritten. 

Section 3-111. Payable to Rearer. 
An instrument is payable to benrer 

when hy its terms it is payable to 
(a) bearer or the order of hParer; 

or 
(bl a specified person or bearer; or 
(c) "cash" or the order of "cash," 

or any other indication which does not 
purport to designate a specific pay~e. 

Section 3-112. Terms and Omis
sions Not Affecting Negotiability. 

( 1) The negotiability of an instru
ment is not affected by 

(a) the omission of a statement of 
any consideration or of the place 
where the instrument is drawn or 
payable; or 

(b) a statement that collateral has 
been giYen to secure obligations 
either on the instrument or otherwise 
of an obligor on the instrument ~r 
that in ease of default on those obli
gations the holder may realize on or 
dispose of the collateral; or . . 

( c) a promise or power to _mamtai!' 
•H" protect collateral or to gwe addi
tional collateral; or 

(d) a term authorizing a confession 
of judgment on the instrument if it is 
not paid when due; or 

( e) a term purporting to waive the 
benefit of any law intended for the 
advantage or protection of any ob-
ligor; or .. 

(f) a term in a draft proVJdmg 
that the payee by indorsing ?r ~h
ing it acknowledges full satisfaction 
of an obligation of the drawer; or 
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(g) a statement in a draft drawn 
in a set of parts (Section 3-801) to 
the effect that the order is effective 
only if no other part has been hon
ored. 

( 2) N otbing in this section shall 
validate any term which is otherwise 
illegal. 

Section 3-113. Seal. 
An instrument otherwise negotiable 

is within this Article even though it 
is under a seal. 

Section 3-114. Date, Antedating, 
Postdating. 

(1) The negotiability of an instru
ment is not affected by the fact that 
it is undated, antedated or postdated. 

(2) Where an instrument is ante
dated or postdated the time when it 
is payable is determined by the stated 
date if the instrument is payable on 
demand or at a fixed period after date. 

(3) Where the instrument or any 
signature thereon is dated, the date 
is presumed to be correct. 

Section 3-115. Incomplete Instru
ments. 

(1) When a paper whose contents 
at the time of signing show that it 
is intended to become an instrument 
is signed while still incomplete in 
any necessary respect it cannot be 
enforced until completed, but when it 
is completed in accordance with au
thority given it is effective as com
pleted. 

(2) If the completion is unauthor
ized the rules as to material altera
tion apply (Section 3-407), even 
though the paper was not delivered 
by the maker or drawer; but the bur
den of establishing that any comple
tion is unauthorized is on the party 
so asserting. 

Section 3-116. Instruments Payable 
to Two or More Persons. 

An instrument payable to the order 
of two or more persons 

(a) if in the alternative is payable 
to any one of them and may be ne
gotiated, discharged or enforced by 
any of them who has possession of it; 

(b) if not in the alternative is pay
able to all of them and may be nego
tiated, discharged or enforced only 
by all of them. 

Section 3-117. Instruments Pay
able With Words of Description. 

An instrument made payable to a 
named person with the addition of 
words descnl>ing him 

(a) as agent or officer of a specified 
person is payable to his principal but 
the agent or officer may act as if he 
were the holder; 

(b) as any other ftduciary for a 
specifted person or purpose is payable 
to the payee and may be negotiated, 
discharged or enforced by him; 

( c) in any other manner is payable 
to the payee unconditionally and the 
additional words are without effect 
on subsequent parties. 

Section 3-118. Ambiguous Terms 
and Rules of Construction. 

The following rules apply to every 
instrument: 

(a) Where there is doubt whether 
the instrument is a draft or a note 
the holder may treat it as either. A 
draft drawn on the drawer is effective 
as a note. 

(b) Handwritten terms control type
written and printed terms, and type
written control printed. 

(c) Words control figures except 
that if the words are ambiguous fig
ures control. 

( d) Unless otherwise specified a 
provision for interest means interest 
at the judgment rate at the place 
of payment from the date of the in
strument, or if it is undated from the 
date of issue. 

( e) Unless the inatrument other
wise specifies two or more persons 
who Blgn as maker, acceptor or 
drawer or indorser and as a part of 
the same transaction are jointly and 
severally liable even though the in
strument contains such words as "I 
promise to pay." 

(f) Unless otherwise specified con
sent to extension authorizes a sinJle 
extension for not longer than the ong
inal period. A consent to extension, 
expressed in the instrument, is bind
ing on secondary parties and accom
modation makers. A holder may not 
exercise his option to extend an in
strument over the objection of a 
maker or acceptor or other party who 
in accordance with Section S-4104 
tenders full payment when the instru
ment is due. 

Section 3-119. Other Writings Af
fecting Instrument. 

(1) As between the obligor and his 
immediate obligee or any transferee 
the terms of an instrument may be 
modified or affected by any other 
written agreement executed as a part 
of the same transaction, except that 
a holder in due course is not affected 
by any limitation of his rights aris
ing out of the separate written agree
ment if he had no notice of the limi
tation when he took the instrument. 

(2) A separate agreement does not 
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affect the negotiability of an instru
ment. 

Section 3-120. Instruments "Pay
able Through" Bank. 

An instrument which states that it 
is "payable through" a bank or the 
like designates that bank as a col
lecting bank to make presentment but 
does not of itself authorize the bank 
to pay the instrument. 

Section 3-121. Instruments Payable 
at Bank. 

A note or acceptance which states 
that it is payable at a bank is the 
equivalent of a draft drawn on the 
bank payable when it falls due out of 
any funds of the maker or acceptor 
in current account or otherwise avail
able for such payment. 

Section 3-122. Accrual of Cause of 
Action. 

(1} A cause of action against a 
maker or an acceptor accrues 

(a} in the case of a time instru
ment on the day after maturity; 

(b} in the case of a demand instru
ment upon its date or, if no date is 
stated, on the date of issue. 

(2} A cause of action against the 
obligor of a demand or time certifi
cate of deposit accrues upon demand, 
but demand on a time certificate may 
not be made until on or after the date 
of maturity. 

(3} A cause of action against a 
drawer of a draft or an indorser of 
any instrument accrues upon demand 
following dishonor of the instrument. 
Notice of dishonor is a demand. 

( 4) Unless an instrument provides 
otherwise, interest runs at the rate 
provided by law for a judgment 

(a) in the case of a maker, acceptor 
or other primary obligor of a demand 
instrument, from the date of demand; 

(b) in all other cases from th" date 
of accrual of the cause of act10n. 

PART 2 
TRANSFER AND NEGOTIATION 

Section 3-201. Transfer; Right to 
Indorsement. 

(1) Transfer of an instrument vests 
in the transferee such rights as the 
transferor has therein, except that 
a transferee who has himself been 
a party to any fraud or illegality af
fecting the instrument or who as a 
prior holder had notice of a defense 
or claim against it cannot improve 
his position by taking from a later 
holder in due course. 

(2) A transfer of a security inter
est in an instrument vests the fore-

going rights in the transferee to the 
extent of the interest transferred. 

(3) Unless otherwise agreed any 
transfer for value of an instrument 
not then payable to bearer gives the 
transferee the specifically enforceable 
right to have the unqualified indorse
ment of the transferor. Negotiation 
takes effect only when the indorse
ment is made and until that time 
there is no presumption that the 
transferee is the owner. 

Section 3-202. Negotiation. 
(1) Negotiation is the transfer of 

an instrument in such form that the 
transferee becomes a holder. If the 
instrument is payable to order it is 
negotiated by delivery with any nec
essary indorsement; if payable to 
bearer it is negotiated by delivery. 

(2} An indorsement must be writ
ten by or on behalf of the holder and 
on the instrument or on a paper so 
firmly affixed thereto as to become a 
part thereof. 

(3) An indorsement is effective for 
negotiation only when it conveys the 
entire instrument or any unpaid res
idue: If it purports to be of less it 
operates only as a partial assign
ment. 

(4) Words of assignment, condition, 
waiver, guaranty, limitation or dis
claimer of liability and the like ac
companying an indorsement do not af
fect its character as an indorsement. 

Section 3-203. Wrong or Mis
spelled Name. 

Where an inst111ment is made pay
able to a person under a misspelled 
name or one other than his own he 
may indorse in that name or his own 
or both; but signature in both names 
may be required by a person paying 
or giving value for the instrument. 

Section 3-204. Special Indorse
ment; Blank Indorsement. 

(1) A special indorsement specifies 
the person to whom or to whose order 
it makes the instrument payable. Any 
instrument specially indorsed be
comes payable to the order of the 
special indorsee and may be further 
negotiated only by his indorsement. 

(2) An indorsement in blank spe
cifies no particular indorsee and may 
consist of a mere signature. An in-· 
strument payable to order and in
dorsed in blank becomes payable to 
bearer and may be negotiated by de
livery alone until specially indorsed. 

(3) The holder may convert a blank 
indorsement into a special indorsement 
by writing over the signature of the 
indorser in blank any contract con-
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sistent with the character of the in
dorsement. 

Section 3-205. Restrictive lndorse
ments. 

An indorsement is restrictive which 
either 

(a) is conditional; or 
{b) purports to prohibit further 

transfer of the instrument; or 
( c) includes the words "for collec

tion," "for deposit," "pay any bank/' 
or like terms signifying a purpose of 
deposit or collection; or 

( d) otherwise states that it is for 
the benefit or use of the indorser or 
of another person. 

Section 3-206. Effect of Restrictive 
lndorsement. 

{1) No restrictive indorsement pre
vents further transfer or negotia
tion of the instrument. 

{2) An intermediary bank, or a 
payor bank which is not the depos
itory bank, is neither given notice 
nor otherwise affected by a restrictive 
indorsement of any person except the 
bank's immediate transferor or the 
person presenting for payment. 

(3) Except for an intermediary 
bank, any transferee under an in
dorsement which is conditioned or in
cludes the words "for collection," "for 
deposit," "pay any bank," or like 
terms (subparagraphs (a) and (c) 
of Section 3-205) must pay or apply 
any value given by him for or on the 
security of the instrument consist
ently with the indorsement and to the 
extent that he does so he becomes a 
holder for value. In addition such 
transferee is a holder in due course 
if he otherwise complies with the re
quirements of Section 3---302 on what 
constitutes a holder in due course. 

( 4) The first taker under an in
dorsement for the benefit of the in
dorser or another person {subpara
graph {d) of Section 3-205) must 
pay or apply any value given by him 
for or on the security of the instru
ment consistently with the indorse
ment and to the extent that he does so 
he becomes a holder for value. In ad
dition such taker is a holder in due 
course if he otherwise complies with 
the requirements of Section 3---302 
on what constitutes a holder in due 
course. A later holder for value is 
neither given notice nor otherwise 
affected by such restrictive indorse
ment unless he has knowledge that a 
fiduciary or other person has nego
tiated the instrument in any trans
action for his own benefit or other-

wise in breach of duty ( aubsection 
(2) of Section 3-804). 

Section 3-207. Negotiation Etfec
tive Although It May Be Rescinded. 

(1) Negotiation is etfective to 
transfer the instrument although the 
negotiation is 

(a) made by an infant, a corpora
tion exceeding its powers1 or any 
other person without capacity; or 

(b) obtained by fraud, duress or 
mistake of any kind; or 

( c) part of an illegal transaction; 
or 

(d) made in breach of duty. 
(2) Except as against a subsequent 

holder in due course such negotia
tion is in an appropriate case sub
ject to rescission, the declaration of a 
constructive trust or any other rem
edy permitted by law. 

Section 3-208. Reacquisition. 
Where an instrument is returned 

to or reacquired by a prior party he 
may cancel any indorsement which 
is not necessary to his title and re
issue or further negotiate the instru
ment, but any intervening party is 
discharged as against the reacquiring 
party and subsequent holders not in 
due course and if his indorsement 
has been cancelled is discharjred as 
against aubsequent holders m due 
course as well. 

PARTS 
RIGHTS OF A HOLDER 

Section 3~01. Rights of a Holder. 
The holder of an instrument wheth

er or not he is the owner may trans
fer or negotiate it and, except as 
otherwise provided In Section 3-603 
on payment or satisfaction, discharge 
it or enforce payment in his own 
name. 

Section 3~02. Holder in Due 
Course. 

(1) A holder in due course is a 
holder who takes the instrument 

(a) for value; and 
(b) in good faith; and 
( c) without notice that it is over

due or has been dishonored or of any 
defense against or claim to it on the 
part of any person. 

(2) A payee may be a holder in 
due course. 

(3) A holder does not become a 
holder in due course of an instrument: 

(a) by purchase of it at judicial 
sale or by taking it under legal proc
ess; or 

(b) by acquiring it in taking over 
an estate; or 

( c) by purchasing it as part of a 
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bulk transaction not in regular course 
of business of the transferor. 

( 4) A purchaser of a limited inter
est can be a holder in due course 
only to the extent of the interest pur
chased. 

Section 3-303. Taking for Value. 
A holder takes the instrument for 

value 
(a) to the extent that the agreed 

consideration has been performed or 
that he acquires a security interest 
in or a lien on the instrument other
wise than by legal process; or 

(b) when he takes the instrument 
in payment of or as security for an 
antecedent claim against any person 
whether or not the claim is due; or 

( c) when he gives a negotiable in
strument for it or makes an irrevoc
able commitment to a third person. 

Section 3-304. Notice to Purchaser. 
( 1) The purchaser has notice of 

a claim or defense if 
(a) the instrument is so incomplete 

bears such visible evidence of for: 
gery or alteration, or is otherwise so 
irregular as to call into question its 
validity, terms or ownership or to 
create an ambiguity as to the party 
to pay; or 

(b) the purchaser has notice that 
the obligation of any party is void
able in whole or in part, or that all 
parties have been discharged. 

(2) The purchaser has notice of a 
claim against the instrument when 
he has knowledge that a fiduciary has 
negotiated the instrument in payment 
of or as security for his own debt or 
in any transaction for his own benefit 
or otherwise in breach of duty. 

( 3) The. purchaser has notice that 
an instrument is overdue if he has 
reason to know 

(a) that any part of the principal 
amount is overdue or that there is an 
uncured default in payment of an
other instrument of the same series; 
or 

(b) that acceleration of the instru
ment has been made; or 

(c) that he is taking a demand in
strument after demand has been made 
or more than a reasonable length of 
time after its issue. A reasonable 
time for a check drawn and payable 
within the states and territories of 
the United States and the District of 
Columbia is presumed to be thirty 
days. 

( 4) Knowledge of the following 
facts does not of itself give the pur
chaser notice of a defense or claim 

(a) that the instrument is ante
dated or postdated; 

(b) that it was issued or negotiated 
in return for an executory promise 
or accompanied by a separate agree
ment, unless the purchaser has notice 
that a defense or claim has arisen 
from the terms thereof; 

(c) that any party has signed for 
accommodation; 

(d) that an incomplete instrument 
has been completed, unless the pur
chaser has notice of any improper 
completion; 

( e) that any person negotiating the 
instrument is or was a fiduciary; 

(f) that there has been default in 
payment of interest on the instru
ment or in payment of any other in
strument, except one of the same 
series. 

( 5) The filing or recording of a 
document does not of itself consti
tute notice within the provisions of 
this Article to a person who would 
otherwise be a holder in due course. 

(6) To be effective notice must be 
received at such time and in such 
manner as to give a reasonable op
portunity to act on it. 

Section 3-305. Rights of a Holder 
in Due Course. 

To the extent that a holder is a 
holder in due course he takes the in
strument free from 

(1) all claims to it on the part of 
any person; and 

(2) all defenses of any party to 
the instrument with whom the holder 
has not dealt except 

(a) infancy, to the extent that it 
is a defense to a simple contract; and 

(b) such other incapacity, or .du
ress, or illegality of the transaction, 
as renders the obligation of the party 
a nullity; and 

(c) such misrepresentation as has 
induced the party to sign the instru
ment with neither knowledge nor rea
sonable opportunity to obtain knowl
edge of its character or its essential 
terms; and 

( d) discha1·ge in insolvency pro
ceedings; and 

(e) any other discharge of which 
the holder has notice when he takes 
the instrument. 

Section 3-306. Rights of One Not 
Holder in Due Course. 

Unless he has the rights of a holder 
in due course any person takes the 
instrument subject to 

(a) all valid claims to it on the 
part of any Person; and 

(b) all defenses of any party which 
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would be available in an action on Section 3--403. Signature by Au-
a simple contract; and thorized Representative. 

(c) the defenses of want or fail- (1) A signature may be made by 
ure of consideration, nonperformance an agent or other representatiw, and 
of any condition precedent, non-deliv- his authority to make it may be estab
ery, or delivery for a special pur- lished as in other eases of :repreaen
pose (Section 3--408); and tation.No particularform of appoint-

( d) the defense that he or a person ment is necessary to establish such 
through whom he holds the instru- authority. 
ment acquired it by theft, or that pay- (2) An authorized :representative 
ment or satisfaction to such holder who si,gns his own name to an in
would be inconsistent with the terms strument 
of a restrictive indorsement. The (a) is personally obligated jf the 
claim of any third person to the in- instrument neither names tbe person 
strument is not otherwise available as represented nor shows that the rep
a defense to any party liable thereon resentative signed in a representative 
unless the third person himself de- capacity; 
fends the action for such party. (b) except as otherwise established 

Section 3-307. Burden of Estab- between the immediate parties is per
lishing Signatures, Defenses and Due sonally obligated if the ~ment 
Course. names the person :represented but 

(1) Unless specifically denied in the does not show that the representative 
pleadings each signature on an in- signed in a representative capacity, 
strument is admitted. When the ef- or if the instrument does not name 
feetiveness of a signature is put in the person represented but does show 
issue that the representative signed in a 

(a) the burden of establishing it is representative capacity. 
on the party claiming under the sig- (3) Except as OtberWise established 
nature; but the name of an organization p1-deci 

(b) the signature is presumed to or followed by the name and oftlee 
~ genuine or authorized except of an authorized individual 1a a llig
where the action is to enforce tbe ob- nature made in a repreaentative ea
ligation of a purported si,gner who paeity. 
has died or become incompetent be- Section 3--40,. Unauthorized Sig-
fore proof is required. natures. 

(2) When signatures are admitted (1) Any unauthorized aignature is 
or established, production of the in- wholly inoperative as that al the per
strument entitles a holder to recover son whose name is Biped unl- he 
on it unless the defendant establishes ratifies it or is p:recluded from dtnlJ'" 
a defense. ing it; but it operates as the llign&-

( 3) After it is shown that a de- ture of the unauthorized siper in 
fense exists a person claiming the favor of any person who m good 
rights of a holder in due course has faith pays the instrument or takes 
the burden of establishing that he it for value. 
or some person under whom he claims (2) Any unauthorized signature 
is in all respects a holder in due may be ratified for all p~ of 
course. this Article. Such ratification does 

PART 4 not of itself affect any rights of the 
LIABILITY OF PARTIES person ratifying against the actual 

signer. 
Section 3--401. Signature. Section 3--405. Impostors; Si,gna-
( l) No person is liable on an in- ture in Name of Payee. . 

strument unless his signature ap- (1) An indorsement by any per-
pears thereon. son in tbe name of a named payee is 

(2) A signature is made by use of effective if 
any name, including any trade or as- (a) an impostor by use of the 
sumed name, upon an instrument, or mails or otherwise has induced the 
by any word or mark used in lieu maker or drawer to iSll1ile tbe instru
of a written signature. ment to him or his confederate in 

Section 3-402. Signature in Am- the name of the payee; or 
biguous Capacity. (b) a person signing as or on 

Unless the instrument clearly in- behalf of a maker or dft.wer intends 
dicates that a signature is made in the payee to have no interest in the 
some other capacity it is an indorse- instrument; or 
ment. (c) an agent or employee of the 
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maker or drawer has supplied him 
with the name of the payee intending 
the latter to have no such interest. 

(2) Nothing in this section shall 
affect the criminal or civil liability 
of the person so indorsing. 

Section 3-406. Negligence Con
tributing to Alteration or U nauthor
ized Signature. 

Any person who by his negligence 
substantially contributes to a materi
al alteration of the instrument or to 
the making of an unauthorized sig
nature is precluded from asserting 
the alteration or Jack of authority 
against a holder in due course or 
against a drawee or other payor who 
pays the instrument in good faith 
and in accordance with the reason
able commercial standards of the 
drawee's or payor's business. 

Section 3-407. Alteration. 
( 1) Any alteration of an instru

ment is material which changes the 
contract of any party thereto in any 
respect, including any such change in 

(a) the number or relations of the 
parties; or 

(b) an incomplete instrument, by 
completing it otherwise than as au
thorized; or 

(c) the writing as signed, by add
ing to it or by removing any part of 
it. 

( 2) As against any person other 
than a subsequent holder in due 
course 

(a) alteration by the holder which 
is both fraudulent and material dis
charges any party whose contract is 
thereby changed unless that party as
sents or is precluded from asserting 
the defense ; 

(b) no other alteration discharges 
any party and the instrument may 
be enforced according to its original 
tenor, or as to incomplete instru
ments according to the authority 
given. 

(3) A subsequent holder in due 
course may in all cases enforce the 
instrument according to its original 
tenor, and when an incomplete in
strument has been completed, he may 
enforce it as completed. 

Section 3-408. Consideration. 
Want or failure of consideration is 

a defense as against any person not 
having the rights of a holder in due 
course (Section 3-305), except that 
no consideration is necessary for an 
instrument or obligation thereon giv
en in payment of or as security for 
an antecedent obligation of any kind. 
Nothing in this section shall be taken 

to displace any statute outside this 
Act under which a promise is enforce
able notwithstanding Jack or failure 
of consideration. Partial failure of 
consideration is a defense pro tanto 
whether or not the failure is in an 
ascertained or liquidated amount. 

Section 3-409. Draft Not an As
signment. 

( 1) A check or other draft does 
not of itself operate as an assign
ment of any funds in the hands of 
the drawee available for its payment, 
and the drawee is not liable on the 
instrument until he accepts it. 

(2) Nothing in this section shall 
affect any liability in contract, tort 
or otherwise arising from any letter 
of credit or other obligation or rep
resentation which is not an accept
ance. 

Section 3-410. Definition and Op
eration of Acceptance. 

(1) Acceptance is the drawee's 
signed engagement to honor the 
draft as presented. It must be writ
ten on the draft, and may consist of 
his signature alone. It becomes op
erative when completed by delivery or 
notification. 

(2) A draft may be accepted al
though it has not been signed by the 
drawer or is otherwise incomplete or 
is overdue or has been dishonored. 

(3) Where the draft is payable at 
a fixed period after sight and the ac
ceptor fails to date his acceptance 
the holder may complete it by supply
ing a date in good faith. 

Section 3-411. Certification of a 
Check. 

(1) Certification of a check is ac
ceptance. Where a holder procures 
certification the drawer and all prior 
indorsers are discharged. 

(2) Unless otherwise agreed a 
bank has no obligation to certify a 
check. 

(3) A bank may certify a check 
before returning it for lack of proper 
indorsement. If it does so the drawer 
is discharged. 

Section 3-412. Acceptance Vary
ing Draft. 

(1) Where the drawee's proffered 
acceptance in any manner varies the 
draft as presented the holder may 
refuse the acceptance and treat the 
draft as dishonored in which case 
the drawee is entitled to have his ac
ceptance cancelled. 

( 2) The terms of the draft are not 
varied by an acceptance to pay at 
any particular bank or place in the 
United States, unless the acceptance 
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states that the draft is to be paid acter as such. In other cases the ac
only at such bank or place. commodation character may be shown 

(3) Where the holder assents to by oral proof. 
an acceptance varying the terms of (4) An indorsement which shows 
the draft each drawer and indorser that it is not in the chain of title 
who does not affirmatively assent is is notice of its accommodation char-
discharged. acter. 

Section 3-413. Contract of Maker, (5) An accommodation party is not 
Drawer and Acceptor. liable to the party accommodated, 

( 1) The maker or acceptor en- and if he pays the instrument has a 
gages that he will pay the instru- right of recourse on the instrument 
ment according to its tenor at the against such party. 
time of his engagement or as com- Section 3-416. Contract of Guar
pleted pursuant to Section 3-115 on antor. 
incomplete instruments. (1) "Payment guaranteed" or 

(2) The drawer engages that upon equivalent words added to a signature 
dishonor of the draft and any neces- mean that the signer engages that 
sary notice of dishonor or protest he if the instrument is not F&id when 
will pay the amount of the draft to due he will pay it acco~ to its 
the holder or to any indorser who tenor without resort by the holder to 
takes it up. The drawer may disclaim any other party. 
this liability by drawing without re- (2) "Collection guaranteed" or 
course. equivalent words added to a signature 

(3) By making, drawing or ac- mean that the signer engages that if 
cepting the party admits as against the instrument is not paid when due 
all subsequent parties including the he will pay it according to its tenor, 
drawee the existence of the payee but only after the holder has re
and his then capacity to indorse. duced his claim against the maker or 

Section 3--414. Contract of Indors- acceptor to judgment and execution 
er; Order of Liability. has been returned unsatisfied, or after 

(1) Unless the indorsement other- the maker or acceptor has become in
wise specifies (as by such words as solvent or it is otherwise apparent 
"without recourse") every indorser that it is useless to proceed against 
engages that upon dishonor and any him. 
necessary notice of dishonor and pro- (3) Words of guaranty which do 
test he will pay the instrument ac- not otherwise specify guarantee pay
cording to its tenor at the time of ment. 
his indorsement to the holder or to (4) No words of guaranty added 
any subsequent indorser who takes it to the signature of a sole maker or 
up, even though the indorser who acceptor affect his liability on the in
takes it up was not obligated to do so. strument. Such words added to the 

(2) Unless they otherwise agree in- signature of one of two or more 
dorsers are liable to one another in makers or acceptors create a pre
the order in which they indorse, sumption that the signature is for 
which is presumed to be the order in the accommodation of the others. 
which their signatures appear on the (5) When words of guaranty are 
instrument. used presentment, notice of dishonor 

Section 3--415. Contract of Aecom- and protest are not necessary to 
modation Party. charge the user. 

(1) An accommodation party is one (6) Any guaranty written on the 
who signs the instrument in any instrument is enforcible notwithstand
capacity for the purpose of lending ing any statute of frauds. 
his name to another party to it. Section 3-417. Warranties on Pre-

(2) When the instrument has been sentment and Transfer. 
taken for value before it is due the (1) Any person who obtains pay
accommodation party is liable in the ment or acceptance and any prior 
capacity in which he has signed even transferor warrants to a person who 
though the taker knows of the ac- in good faith pays or accepts that 
commodation. (a) he has a good title to the in-

(3) As against a holder in due strument or is authorized to obtain 
course and without notice of the ac- payment or acceptance on beha:lf of 
commodation oral proof of the ac- one who has a good title; and 
commodation is not admissible to give (b) he has no knowledp that the 
the accommodation party the benefit signature of the maker or drawer is 
of discharges dependent on his char- unauthorized, except that this war-
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ranty is not given by a holder in 
due course acting in good faith 

(i) to a maker with respect to the 
maker's own signature; or 

(ii) to a drawer with respect to 
the drawer's own signature, whether 
or not the drawer is also the drawee; 
or 

(iii) to an acceptor of a draft if 
the holder in due course took the 
draft after the acceptance or obtained 
the acceptance without knowledge 
that the drawer's signature was un
authorized; and 

( c) the instrument has not been 
materially altered, except that this 
warranty is not given by a holder in 
due course acting in good faith 

(i) to the maker of a note; or 
(ii) to the drawer of a draft 

whether or not the drawer is also 
the drawee; or 

(iii) to the acceptor of a draft 
with respect to an alteration made 
prior to the acceptance if the holder 
in due course took the draft after the 
acceptance, even though the accept
ance provided "payable as originally 
drawn" or equivalent terms; or 

(iv) to the acceptor of a draft 
with respect to an alteration made 
after t'he acceptance. 

(2) Any person who transfers an 
instrument and receives consideration 
warrants to his transferee and if the 
transfer is by indorsement to any 
subsequent holder who takes the in
strument in good faith that 

(a) he has a good title to the in
strument or is authorized to obtain 
payment or acceptance on behalf of 
one who has a good title and the 
transfer is otherwise rightful; and 

(b) all signatures are genuine or 
authorized; and 

( c) the instrument has not been 
materially altered; and 

( d) no defense of any party is 
good against him; and 

(e) he has no knowledge of any 
insolvency proceeding instituted with 
respect to the maker or acceptor or 
the drawer of an unaccepted instru
ment. 

(3) By transferring "without re
course" the transferor limits the ob
ligation stated in subsection (2) ( d) 
to a warranty that he has no knowl
edge of such a defense. 

( 4) A selling agent or broker who 
does not disclose the fact that he is 
acting only as such gives the war
ranties provided in this section, but if 
he makes such disclosure warrants 
only his good faith and authority. 

Section 3-418. Finality of Pay
ment or Acceptance. 

Except for recovery of bank pay
ments as provided in the Article on 
Bank Deposits and Collections (Arti
cle 4) and except for liability for 
breach of warranty on presentment 
under the preceding section, payment 
or acceptance of any instrument is 
final in favor of a holder in due 
course, or a person who has in good 
faith changed his position in reliance 
on the payment. 

Section 3-419. Conversion of In
strument; Innocent Representative. 

( 1) An instrument is converted 
when 

(a) a drawee to whom it is deliv
ered for acceptance refuses to return 
it on demand; or 

( b) any person to whom it is de
livered for payment refuses on de
mand either to pay or to return it; or 

(c) it is paid on a forged indorse
ment. 

(2) In an action against a drawee 
under subsection ( 1) the measure of 
the drawee's liability is the face 
amount of the instrument. In any oth
er action under subsection (1) the 
measure of liability is presumed to 
be the face amount of the instrument. 

(3) Subject to the provisions of 
this Act concerning restrictive in
dorsements a representative, includ
ing a depositary or collecting bank, 
who has in good faith and in accord
ance with the reasonable commercial 
standards applicable to the business 
of such representative dealt with an 
instrument or its proceeds on behalf 
of one who was not the true owner is 
not liable in conversion or otherwise 
to the true owner beyond the amount 
of any proceeds i-emaining in his 
hands. 

(4) An intermediary bank or payor 
bank which is not a depositary bank 
is not liable in conversion solely by 
reason of the fact that proceeds of 
an item indorsed restrictively (Sec
tions 3-205 and 3-206) are not paid 
or applied consistently with the re
strictive indorsement of an indorser 
other than its immediate transferor. 

PART 5 
PRESENTMENT, NOTICE OF 

DISHONOR AND PROTEST 
Section 3-501. When Presentment, 

Notice of Dishonor, and Protest N ec
essary or Permissible. 

( 1) Unless excused (Section 3-
511) presentment is necessary to 
charge secondary parties as follows: 
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(a) presentment for acceptance is 
necessary to charge the drawer and 
indorsers of a draft where the draft 
so provides, or is payable elsewhere 
than at the residence or place of busi
ness of the drawee, or its date of pay
ment depends upon such presentment. 
The holder may at his option present 
for acceptance any other draft pay
able nt a stated date; 

(b) Presentment for payment is 
necessary to charn any endorser; 

(c) in the case of any drawer, the 
acceptor of a draft payable at a bank 
or the maker of a note payable at a 
bank, presentment for payment is 
necessary, but failure to make pre
sentment discharges such drawer, ac
ceptor or maker only as stated in 
Section 3-502 (1) (b). 

(2) Unless excused (Section 3-
511) 

(a) notice of any dishonor is nec
essary to charge any indorser; 

(b) in the case of any drawer, the 
acceptor of a draft payable at a bank 
or the maker of a note payable at a 
bank, notice of any dishonor is nec
essary, but failure to give such notice 
discharges such drawer, acceptor or 
maker onll as stated in Section 3-
502 (1) (b • 

(3) Un ess excused (Section 3-
511) protest of any dishonor is nec
eessary to charge the drawer and in
dorsers of any draft which on its face 
appears to be d'rawn or payable out
side of the states and territories of 
the United States and the District of 
Columbia. The holder may at his op
tion make protest of any dishonor of 
any other instrument and in the case 
of a foreign draft may on insolvency 
of the acceptor before maturity make 
protest for better security. 

(4) Notwithstanding any provision 
of this section, neither presentment 
nor notice of dishonor nor protest is 
necessary to charge an indorser who 
has indorsed an instrument after ma
turity. 

Section 3-502. Unexcused Delay; 
Discharge. 

( 1) Where without excuse any nec
essary presentment or notice of dis
honor is delayed beyond the time 
when it is due 

(a) any indorser is discharged; and 
(b) any drawer or the acceptor of 

a draft payable at a bank or the 
maker of a note payable at a bank 
who because the drawee or payor 
bank becomes insolvent during the de
lay is deprived of funds maintained 
with the drawee or payor bank to 

cover the instrument may discharge 
his liability by written assignment to 
tl1e holder of his rights against the 
drawee or payor bank in respect of 
such funds, but such drawer, acceptor 
or maker is not otherwise discharged. 

(2) Where without excuse a neces
sary protest is delayed beyond the 
time when it is due any drawer or 
indorser is discharged. 

Section 3-503. Time of Present
ment. 

( 1) Unless a di~erent time is ex
pressed in the instrument the time 
for any presentment is determined as 
follows: 

(a) where an instrument is pay
able at or a fixed period after a stated 
date any presentment for acceptance 
must be made on or before the date 
it is payable; 

(b) where an instrument Is payable 
after sight it must either be presented 
for acceptance or negotiated within a 
reasonable time after date or issue 
whichever is later; 

(c) where an instrument shows the 
date on which it is payable present
ment for payment is due on that date; 

( d) where an instrument is accel
erated presentment for payment is 
due within a reasonable time after 
the acceleration; 

( e) with respect to the liability of 
any secondary party presentment for 
acceptance or 11ayment of any other 
instrument is due within a reasonable 
time after such party becomes liable 
thereon. 

(2) A reasonable time for present
ment is determined by the nature of 
the instrument, any usage of banking 
or trade and the facts of the particu
lar case. In the case of an uncertified 
check which is drawn and payable 
within the United States and which 
is not a draft drawn by a bank the 
following are presumed to be reason
able periods within which to present 
for payment or to initiate bank col
lection: 

(a) with respect to the liability of 
the drawer, thil'o/ days after date or 
issue whichever 1s later; and 

( b) with respect to the liability of 
an endorser, seven days after his in
dorsement. 

(3) Where any presentment is due 
on a day which is not a full business 
day for either the person making pre
sentment or the party to pay or ac
cept, l!resentment is due on the next 
following day which is a full buain
day for both parties. 

( 4) Presentment to be 811ftlcient 
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must be made at a reasonable hour, I (I) Acceptance may be deferred 
and if at a bank during its banking without dishonor until the close of the 
day. I next business day following present-

Section 3-504. How Presentment ment. The holder may also in a good 
~lade. faith effort to obtain acceptance and 

( 1) Presentment is a demand for without either dishonor of the instru
acceptance or payment made upon the mcnt or discharge of secondary par
maker, acceptor, drawee or other pay. tie~ allow postponement of accept-
or by or on behalf of the holder. ance for an additional business day. 

(2) Presentment may be made (2) Except ns a longer time is al-
. (a) by mail, in ~hich event the lowed in the case of documentary 

time .of presentment is determmed by drafts drawn under a letter of credit, 
the hme of receipt of the mail; or and unless an earlier time is agreed 

( b) through a clearing house; or to by the party to pay, payment of 
(c) at the place of acceptance or an instrument mny be deferred with

payment specified in the instrument out dishonor pending reasonable ex-
or if there be none at the place of amination to determine whether it is 
business or residence of the party to properly payable, but payment must 
accept or pay. If neither the party to be made in any event before the close 
accept or pay nor anyone authorized of business on the day of present
to act for him is present or acessible m•nt. 
at such place presentment is excused. Section 3-507. Dishonor; Holder's 

(3) It may be made Right of Recourse; Term Allowing 
(a) to any one of two or more Re-Presentment. 

makers, acceptors, drawees or other ( 1) An instrument is dishonored 
payors; or when 

(h) to any person who has author- (a) a necessary or optional pre-
ity to make or refuse the acceptance sentment is duly made and due ac
or payment. ceptance or payment is refused or 

( 4) A draft accepted or a note cannot be obtained within the pre
made payable at a bank in the United scribed time or in case of bank col
States must be presented at such lections the instrument is seasonably 
bank. returned by the midnight deadline 

(5) In the cases described in Sec- (Section 4-301); or 
tion 4-210 presentment may be made (b) presentment is excused and the 
in the manner and with the result instrument is not duly accepted or 
stated in that section. paid. 

Section 3-505. Rights of Party to (2) Subject to any necessary no-
Whom Presentment Is Made. tice of dishonor and protest, the hold-

( 1) The party to whom present- er has upon dishonor an immediate 
ment is made may without dishonor right of recourse against the drawers 
rcauire and indorsers. 

(a) exhibition of the instrument; (3) Return of an instrument for 
and lack of proper indorsement is not 

(h) reasonable identification of the dishonor. 
person making presentment and evi- ( 4) A term in a draft or an in
dence of his authority to make it if dorsement thereof allowing a stated 
made for another; and time for re-presentment in the event 

(c) that the instrument be pro- ~f any dishonor of the draft by non
duced for acceptance or payment at acceptance if a time draft or by non
a place specified in it, or if there be payment if a sight draft gives the 
none at any place reasonable in the holder as against any secondary party 
circumstances; and bound by the term an option to waive 

(d) a signed receipt on the instru- the dishonor without affecting the lia
ment for any partial or full payment bility of the secondary party and he 
and its surrender npon full payment. may present again up to the end of 

(2) Failure to comply with any the stated time. 
such r'!Quirement invalidates the pre- Section 3-508. Notice of Dishonor. 
sentment but the person presenting (1) Notice of dishonor may he.giv-
h&s a reasonable time in which to en to any person who may be hable 
comply and the time for acceptance on the instrument by or on behalf of 
or payment runs from the time of the holder or any party who has him
compliance. self received notice, or any other par-

Section 3-506. Time Allowed for ty who can be compelled to pay the 
Acceptance or Payment. instrument. In addition an agent or 
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bank in whose hands the instrument 
is dishonored may give notice to his 
principal or customer or to another 
agent or bank from which the instru
ment was received. 

(2) Any necessary notice must be 
given by a bank before its midnight 
deadline and by any other person be
fore midnight of the third business 
day after dishonor or receipt of no
tice of dishonor. 

(3) Notice may be given in any 
reasonable manner. It may be oral or 
written and in any terms which iden
tify the instrument and state that it 
has been dishonored. A misdescription 
which does not mislead the party no
tified does not vitiate the notice. Send
ing the instrument bearing a stamp, 
ticket or writing stating that accept
ance or payment has been refused or 
sending a notice of debit with respect 
to the instrument is sufficient. 

(4) Written notice is given when 
sent although it is not received. 

( 5) Notice to one partner is notice 
to each although the firm has been 
dissolved. 

(6) When any party is in insolven
cy proceedings instituted after the is
sue of the instrument notice may be 
given either to the party or to the 
1·epresentative of his estate. 

(7) When any party is dead or in
competent notice may be sent to his 
last known address or given to his 
personal representative. 

( 8) Notice operates for the benefit 
of all parties who have rights on the 
instrument against the party notified. 

Section 3-509. Protest; Noting for 
Protest. 

( 1) A protest is a certificate of dis
honor made under the hand and seal 
of a United States consul or vice con
sul or a notary public or other person 
authorized to certify dishonor by the 
law of the place where dishonor oc
curs. It may be made upon informa
tion satisfactory to such person. 

(2) The protest must identify the 
instrument and certify either that due 
presentment has been made or the 
reason why it is excused and that the 
instrument has been dishonored by 
nonacceptance or nonpayment. 

( 3) The protest may also certify 
that notice of dishonor has been given 
to all parties or to specified parties. 

(4) Subject to subsection (6) any 
necessary protest is due by the time 
that notice of dishonor is due. 

( 5) If, before protest is due, an 
instrument has been noted for pro
test by the officer to make protest, 

the protest may be made at any time 
thereafter as of the date of the not
ing. 

Section 3-510. Evidence of Dis
honor and Notice of Dishonor. 

The following are admisaible aa evi
dence and create a presumption of 
dishonor and of any notice of dia
honor therein shown: 

(a) a document regular in form as 
provided in the preceding section 
which purports to be a protest; 

(b) the purported stamp or writing 
of the drawee, payor bank or present
ing bank on the instrument or accom
paying it stating that acceptance or 
payment has been refused for reasons 
consistent with dishonor; 

(c) any book or record of the 
drawee, payor bank, or any collecting 
bank kept in the usual coune of busi
ness which shows dishonor, even 
though there is no evidence of who 
made the entry. 

Section 3-511. Waived or Excused 
Presentment, Protest or Notice of 
Dishonor or Delay Therein. 

(1) Delay in presentment, protest 
or notice of dishonor is excused when 
the party is without notice that it is 
due or when the delay is caused by 
circumstances beyond his control and 
he exercises reasonable diligence af
ter the cause of the delay ceases to 
operate. 

( 2) Presentment or notice or pro
test as the case may be is entirely 
excused when 

(a) the party to be charged has 
waived it expressly or by implication 
either before or after it is due; or 

(b) such party has himself dis
honored the instrument or has coun
termanded payment or otherwise has 
no reason to expect or right to re
quire that the Instrument be accepted 
or paid; or 

( c) by reasonable diligence the 
presentment or protest cannot be 
made or the notice given. 

( 3) Presentment is also entirely 
excused when · 

(a) the maker, acceptor or drawee 
of any instrument except a documen
tary draft is dead or in insolvency 
proceedings instituted after the issue 
of the instrument; or 

( b) acceptance or payment is re
fused but not for want of proper 
presentment. 

(4) Where a draft has been dis
honored by nonacceptance a later pre
sentment for payment and any notice 
of dishonor and protest for nonpay-
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ment are excused unless in the mean
time the instrument has been accept
ed. 

(5) A waiver of protest is also a 
waiv~r of presentment and of notice 
of dishonor even though protest is 
not required. 

(6) Where a waiver of presentment 
or notice or protest is embodied in 
the instrumi:nt itself it is binding 
upon all parties; but where it is writ
ten above the signature of an indorser 
it binds him only. 

PART 6 
DISCHARGE 

Section 3-601. Discharge of Par
ties. 

(1) The extent of the discharge of 
any party from liability on an in
strument is governed by the sections 
on 

(a) payment or satisfaction (Sec
tion 3-603); or 

(b) tender of payment (Section 3-
604); or 

(c) cancellation or renunciation 
(Section 3-605) ; or 

( d) impairment of right of recourse 
or of collatei:a! _(Section 3-606); or 

(e) reacquisition of the instrument 
by a prior party (Section 3-208) ; or 

(f) fraudulent and material altera
tion (Section 3---407) ; or 

(g) certification of a check (Section 
3---411) ; or 

(h) acceptance varying a draft 
(Section 3---412)- or 

( i) unexcused delay in presentment 
0_1· notice of dishonor or protest (Sec
tion 3-502). 

(2) Any party is also discharged 
from his liaJ>ility on an instrument 
to another party by any other act or 
agreement with such party which 
would discharge his simple contract 
for the payment of money. 

(3) The liability of all parties is 
d~scharged when any party who has 
himself no right of action or recomse 
on the instrument 

(a) reacquires the instrument in 
his own right; or 

. (b) is discharged under any pro
v1~ion of this Article, except as other
Wise provided with respect to dis
charge for impairment of recourse 
or of security (Section 3-606). 

Section 3-602. Effect of Discharge 
Against Holder in Due Course. 

. No discharge of any party pro
vided by this Article is effective 
against a subsequent holder in due 

course unless he has notice thereof 
when he takes the instrument. 

Section 3-603. Payment or Satis
faction. 

. (1) The liability of any party is 
discharged to the extent of his pay
ment or satisfaction to the holder 
even though it is made with knowl
edge. of a claim of another person to 
the mstrument unless prior to such 
payment or satisfaction the person 
maki~g the claim either supplies in
demmty deemed adequate by the 
P":rty seeking the discharge or en
Joms payment or satisfaction by or
d_er of a court of competent jurisdic
tion m an action in which the ad
verse claimant and the holder are 
parties. This subsection does not, 
however, result in the discharge of 
the liability 

(a) of a party who in bad faith 
pays or satisfies a holder who ac
quired the instrument by theft or 
who (unless having the rights of a 
holder in due course) holds through 
one who so acquired it; or 

(b) of a party (other than an in
termediary bank or a payor bank 
which is not a depository bank) who 
pays or satisfies the holder of an 
instrument which has been restric
tively indorsed in a manner not con
sistent with the terms of such re
strictive indorsement. 

( 2) Payment or satisfaction may be 
made with the consent of the holder 
by any person including a stranger 
to the instrument. SmTender of the 
instrument to such a person gives 
him the rights of a transferee (Sec
tion 3-201). 

Section 3-604. Tender of Payment. 
( 1) Any party making tender of 

full payment to a holder when or 
after it is due is discharged to the 
extent of all subsequent liability for 
interest, costs and attorney's fees. 

(2) The holder's refusal of such 
tender wholly discharges any party 
who has a right of recourse against 
the party making the tender. 

( 3) Where the maker or acceptor 
of an instrument payable otherwise 
than on demand is able and ready to 
pay at every place of payment spe
cified in the instrument when it is 
due, it is equivalent to tender. 

Section 3-605. Cancellation and 
Renunciation . 

( 1) The holder of an instrument 
may even without consideration dis
charge any party 
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(a) in any manner apparent on the 
face of the instrument or the !ndorse
ment, as by intentionally cancelling 
the instrument or the party's signa
ture by destruction or mutilation, or 
by striking out the party's signature; 
or 

(b) by renouncing his rights by a 
writing signed and delivered or by 
surrender of the instrument to the 
party to be discharged. 

(2) Neither cancellation nor re
nunciation without surrender of the 
instrument affects the title thereto. 

Section 3-606. Impairment of Re
course or of Collateral. 

(1) The holder discharges any par
ty to the instrument to the extent 
that without such party's consent the 
holder 

(a) without express reservation of 
rights releases or agrees not to sue 
any person against whom the party 
has to the knowledge of the holder a 
right of recourse or agrees to sus
pend the right to enforce against such 
person the instrument or collateral 
or otherwise discharges such person, 
except that failure or delay in effect
ing any required presentment, pro
test or notice of dishonor with respect 
to any such person does not discharge 
any party as to whom presentment, 
protest or notice of dishonor is effec
tive or unnecessary; or 

(b) unjustifiably impairs any col
lateral for the instrument given by or 
on behalf of the party or any person 
against whom he has a right of re
course. 

(2) By express reservation of 
rights against a party with a right of 
recourse the holder preserves 

(a) all his rights against such 
party as of the time when the instru
ment was originally due; and 

(b) the right of the party to pay 
the instrument as of that time; and 

( c) all rights of such party to re
course against others. 

PART 7 
ADVICE OF INTERNATIONAL 

SIGHT DRAFT 
Section 3-701. Letter of Advice of 

International Sight Draft. 
( 1) A "letter of advice" is a draw

er's communication to the drawer that 
a described draft has been drawn. 

(2) Unless otherwise agreed when 
a bank receives from another bank a 
letter of advice of an international 
sight draft the drawee bank may im-

mediately debit the drawer's account 
and stop the running of interest pro 
tanto. Such a debit and any resulting 
credit to any account covering out
standing drafts leaves in the drawer 
full power to stop payment or other
wise dispose of the amount and cre
ates no trust or interest in favor of 
the holder. 

(3) Unless otherwise agreed and 
except where a draft is drawn under 
a credit issued by the drawee, the 
drawee of an international sight draft 
owes the drawer no duty to pay an 
unadvised draft but if it does so and 
the draft is genuine, may appropri
ately debit the drawer's account. 

PART 8 
MISCELLANEOUS 

Section 3-801. Drafts in a Set. 
(1) Where a draft is drawn in a 

set of parts, each of which is num
bered and expressed to be an order 
only if no other part has been hon
ored, the whole of the parts consti
tutes one draft but a taker of any 
part may become a holder in due 
course of the draft. 

(2) Any person who negotiates, in
dorses or accepts a single part of a 
draft drawn in a set thereby becomes 
liable to any holder in due course of 
that part as if it were the whole set, 
but as between different holderii in 
due course to whom different parts 
have been negotiated the holder 
whose title first accrues has all rights 
to the draft and its proceeds. 

(3) As against the drawee the first 
presented part of a draft drawn in a 
set is the part entitled to payment, or 
if a time draft to acceptance and pay
ment. Acceptance of any subsequently 
presented part renders the dra
liable thereon under subsection (2). 
With respect both to a holder and to 
the drawer payment of a subsequent
ly presented part of a draft payable 
at sight has the same effect as pay
ment of a check notwithstanding an 
effective stop order (Section 4--407). 

( 4) Except as otherwise provided 
in this section, where any part of a 
draft in a set is discharged by pay
ment or otherwise the whole draft is 
discharged. 

Section 3-802. Effect of Instru
ment on Obligation for Which It Is 
Given. 

(1) Unless otherwise agreed where 
an instrument is taken for an under
lying obligation. 

(a) the obligation is pro tanto dis-



WEDNESDAY, MAY 19, 1965 1433 

charged if a bank is drawer, maker 
or acceptor of the instrument and 
there is no recourse on the instrument 
against the underlying obligor; and 

(b) in any other case the obligation 
is suspended pro tanto until the in
strument is due or if it is payable on 
demand until its presentment. If the 
instrument is dishonored action may 
be maintained on either the instru
ment or the obligation; discharge of 
the underlying obligor on the instru
ment also discharges him on the ob
ligation. 

(2) The taking in good faith of a 
check which is not postdated does not 
of itself so extend the time on the 
original obligation as to discharge a 
surety. 

Section 3-803. Notice to Third 
Party. 

Where a defendant is sued for 
breach of an obligation for which a 
third person is answerable over under 
this Article he may give the third 
person written notice of the litiga
tion, and the person notified may 
then give similar notice to any other 
person who is answerable over to 
him under this Article. If the notice 
states that the person notified may 
come in and defend and that if the 
person notified does not do so he will 
in any action against him by the per
son giving the notice be bound by 
any determination of fact common 
to the two litigations, then unless 
after seasonable receipt of the notice 
the person notified does come in and 
defend he is so bound. 

Section 3-804. Lost, Destroyed or 
Stolen Instruments. 

The owner of an instrument which 
is lost, whether by destruction, theft 
or otherwise, may maintain an action 
in his own name and recover from 
any party liable thereon upon due 
proof of his ownership, the facts 
which prevent his production of the 
instrument and its terms. The court 
may require security indemnifying 
the defendant against loss by reason 
of further claims on the instrument. 

Section 3-805. Instruments Not 
Payable to Order or to Bearer. 

This Article applies to any instru
ment whose terms do not preclude 
transfer and which is otherwise ne
gotiable within this Article but which 
is not payable to order or to bearer, 
except that there can be no holder in 
due course of such an instrument. 

ARTICLE 4 
BANK DEPOSITS AND 

COLLECTIONS 
PART 1 

GENERAL PROVISIONS AND 
DEFINITIONS 

Section 4-101. Short Title. 
This Article shall be known and 

may be cited as Uniform Commercial 
Code--Bank Deposits and Collections. 

Section 4-102. Applicability. 
( 1) To the extent that items with

in this Article are also within the 
scope of Articles 3 and 8, they are 
subject to the provisions of those Ar
ticles. In the event of conflict the pro
visions of this Article govern those 
of Article 3 but the provisions of Ar
ticle 8 govern those of this Article. 

(2) The liability of a bank for ac
tion or non-action with respect to any 
item handled by it for purposes of 
presentment, payment or collection is 
governed by the law of the place 
where the bank is located. In the case 
of action or non-action by or at a 
branch or separate office of a bank, 
its liability is governed by the law of 
the place where the branch or sep
arate office is located. 

Section 4-103. Variation by Agree
ment; Measure of Damages; Certain 
Action Constituting Ordinary Care. 

(1) The effect of the provisions of 
this Article may be varied by agree
ment except that no agreement can 
disclaim a bank's responsibility for 
its own lack of good faith or failure 
to exercise ordinary care or can limit 
the measure of damages for such Jack 
or failure; but the parties may by 
agreement determine the standards by 
which such responsibility is to be 
measured if such standards are not 
manifestly unreasonable. 

(2) Federal Reserve regulations 
and operating letters, clearing house 
rules, and the like, have the effect of 
agreements under subsection (1), 
whether or not specifically assented 
to by all parties interested in items 
handled. 

( 3) Action or non-action approved 
by this Article or pursuant to Fed
eral Reserve regulations or operating 
letters constitutes the exercise of or
dinary care and, in the absence of 
special instructions, action or non-ac
tion consistent with clearing house 
i·ules and the like or with a general 
banking usage not disapproved by 
this Article, prima facie constitutes 
the exercise of ordinary care. 
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( 4) The specification or approval 
of certain procedures by this Article 
does not constitute disapproval of oth
er procedures which may be reason
able under the circumstances. 

( 6) The measure of damages for 
failure to exercise ordinary care in 
handling an item is the amount of the 
item reduced by an amount which 
could not have been realized by the 
use of ordinary care, and where there 
is bad faith it includes other dam
ages, if any, suffered by the party as 
a proximate consequence. 

Section 4-104. Definitions and In
dex of Definitions. 

( 1) In this Article unless the con
text otherwise requires 

(a) "Account" means any account 
with a bank and includes a checking, 
time, interest or savings account; 

(b) "Afternoon" means the period 
of a day between noon and midnight; 

(c) "Banking day" means that part 
of any day on which a bank is open 
to the public for carrying on substan
tially all of its banking functions; 

(d) "Clearing house" means any 
association of banks or other payors 
regularly clearinlf, items; 

(e) "Customer' means any person 
having an account with a bank or for 
whom a bank has agreed to collect 
items and includes a bank carrying 
an account with another bank; 

(f) "Documentary draft" means 
any negotiable or non-negotiable draft 
with accompanying documents. secu
rities or other papers to be delivered 
against honor of the draft; 

(g) "Item" means any instrument 
for the payment of money even 
though it is not negotiable but does 
not include money; 

(h) "Midnight deadline" with re
spect to a bank is midnight on its 
next banking day following the bank
ing day on which it receives the rele
vant item or notice or from which the 
time for taking action commences to 
run, whichever is later; 

( i) "Properly payable" includes the 
availablity of funds for payment at 
the time of decision to pay or dis
honor; 

( j) "Settle" means to pay in cash, 
by clearing house settlement, in a 
charge or credit or by remittance, or 
otherwise as instructed. A settlement 
may be either provisional or final; 

(k) "Suspends payments" with re
spect to a bank means that it has 
been closed by order of the super
visory authorities, that a public officer 

has been appointed to take it over or 
that it ceasea or refuses to make pay
ments in the ordinary course of busi
ness. 

( 2) Other definitions apply!JlR to 
this Article and the sections m which 
they appear are: 

"Collecting bank," Section 4--105. 
"Depositary bank," Section 4--105. 
"Intermediary bank," Section 4-

105. 
"Payor bank," Section 4--106. 
"Presenting bank," Section 4--106. 
"Remitting bank," Section 4-106. 
( 3) The following definitions in 

other Articles apply to this Article: 
"Acceptance," Section 3-410. 
"Certificate of deposit," Section 3--

104. 
"Certification," Section 3-411. 
"Check," Section 3--104. 
"Draft," Section 3--104 
"Holder in due course," Section 3--

302. 
"Notice of dishonor," Section 3--

508. 
"Presentment," Section 3--604. 
"Protest," Section 3-509. 
"Secondary party,'' Section 3--102. 
( 4) In addition Article 1 contains 

general definitions and principles of 
construction and interpretation appli
cable throughout this Article. 

Section 4--105. "Depositary Ba11k"; 
"Intermediary Bank"; "Collecting 
Bank"; Payor Bank"; Presenting 
Bank"; "Remitting Bank." 

In this Article unless the context 
otherwise requires: 

(a) "Depositary bank" means the 
first bank to which an item is trans
ferred for collection even though it is 
also the payor bank; 

(b) "Payor bank" means a bank by 
which an item is payable as drawn 
or accepted; 

(c) "Intermediary bank" means 
any bank to which an item is trans
ferred in course of collection except 
the depositary or payor bank; 

( d) "Collecting bank" means any 
bank handling the item for collection 
except the payor bank; 

(e) "Presenting bank" means any 
bank presenting an item except a 
payor bank; 

(f) "Remitting bank" means any 
payor or intermediary bank remitting 
for an item. 

Section 4-106. Separate Office of 
a Bank. 

A branch or separate office of a 
bank is a separate bank for the pur
pose of computing the time within 
which and determining the place at 
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or to which action may be taken or 
notices or orders shall be given under 
this Article and' under Article 3. 

Section 4-107. Time of Receipt of 
Items. 

( 1) For the purpose of allowing 
time to process items, prove balances 
and make the necessary entries on its 
books to determine its positions for 
the day, a bank may fix an afternoon 
hour of two P.M. or later as a cut-off 
hour for the handling of money and 
items and the making of entries on 
its books. 

(2) Any item or deposit of money 
received on any day after a cut-off 
hour so fixed or after the close of the 
banking day may be treated as being 
received at the opening of the next 
banking day. 

Section 4-108. Delays. 
(1) Unless otherwise instructed, a 

collecting bank in a good' faith effort 
to secure payment may, in the case 
of specific items and with or without 
the approval of any person involved, 
waive, modify or extend time limits 
imposed or permitted by this Act for 
a period not in excess of an additional 
banking day without discharge of 
secondary parties and without lia
bility to its transferor or any prior 
pa1·ty. 

(2) Delay by a collecting bank or 
payor bank beyond time limits pre
scribed or permitted· by this Act 01· 
by instructions is excused if caused 
by interruption of communication fa
cilities, suspension of payments by 
another bank, war, emergenecy condi
tions or other circumstances beyond 
the control of the bank provided it 
exercises such diligence as the cir
cumstances require. 

Section 4-109. Process of Posting. 
The "process of posting" means the 

usual procedure followed by a payor 
bank in determining to pay an item 
and in recording the payment in
cluding one or more of the following 
or other steps as determined' by the 
bank: 

(a) verification of any signatUl'e; 
(b) ascertaining that sufficient 

funds are available; 
( c) affixing a "paid" or other 

stamp; 
( d) entering a charge or entry to a 

customer's account; 
( e) correcting or reversing an en

try or erroneous action with respect 
to the item. 

PART 2 
COLLECTION OF ITEMS: DEPOS

ITARY AND COLLECTING 
BANKS 

Section 4-201. Presumption and 
Duration of Agency Status of Col
lecting Banks and Provisional Status 
of Credits; Applicability of Article; 
Item Indorsed "Pay Any Bank.'' 

(1) Unless a contrary intent clear
ly appears and prior to the time that 
a settlement given by a collecting 
bank for an item is or becomes final 
(subsection (3) of Section 4-211 
and Sections 4-212 and 4-213) the 
bank is an agent or sub-agent of the 
owner of the item and any settle
ment given for the item is provi
sional. This provision applies regard
less of the form of indorsement or 
lack of indorsement and even though 
credit given for the item is subject 
to immediate withdrawal as of right 
or is in fact withdrawn; but the con
tinuance of ownership of an item by 
its owner and any rights of the own
er to proceeds of the item are subject 
to rights of a collecting bank such as 
those resulting from outstanding ad
vances on the iwm and valid rights 
of setoff. When an item is handled 
by banks for purposes of present
ment, payment and collection, the 
relevant provisions of this Article 
apply even though action of parties 
clearly establishes that a particular 
bank has purchased the item and is 
the owner of it. 

(2) After an item has been in
dorsed with the words "pay any 
bank" or the like, only a bank may 
acquire the rights of a holder 

(a) until the item has been re
turned to the customer initiating col
lection; or 

(b) until the item has been spe
cifically indorsed by a bank to a per
son who is not a bank. 

Section 4-202. Responsibility for 
Collection· When Action Seasonable. 

(1) A 'collecting bank must use 
ordinary care in . . 

(a) presenting an item or sending 
it for presentment; and 

(b) sending notice of. dishono'!' or 
non-payment or returmng an item 
other than a documentary draft to 
the bank's transferor or directly to 
the depositary bank under subsect!on 
(2) of Section 4-212 after learnmg 
that the item has not been paid or 
accepted, as the case may be; and 

( c) settling for an item when the 
bank receives final settlement; and 
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( d) making or providing for any ply any indorsement of the cutomer 
necessary protest; and which is necessary to title unleaa the 

(e) notifying its transferor of any item contains ~ worda "paJ811'• in
loss or delay in transit within a rea- dorsement required" or ~ like. In 
sonable time after discovery thereof. the absence of such a ~t a 

(2) A collecting bank taking prop- sta~ent placed on the item by the 
er action before its micln4:ht cfeadline !19J>081tar:r bank. to the effect that the 
following receipt of an item, notice item. was depo81ted by a ~er or 
or payment acts seasonably; taking credited to his ~unt is effective as 
proper action within a reasonably the cuatom~r's indo;"891Dent. 
longer time may be seasonable but (2) An mtermedi.ary bank, or pay
the bank has the burden of so estab- or bank which is not a depositary 
lishing. b~, is neither given notice nor oth-

(3) Subject to subsection (1) (a), ennse alfected by a restrictive in
a bank is not liable for the insolven- dorsement of any person mccept the 
cy, neglect, misconduct, mistake or bank's immediate transferor. 
default of another bank or person or Section 4-206. Transfer Between 
for loss or destruction of an item in Banks. 
transit or in the possession of others. Any agreed method which identifies 

Section 4-203. Effect of Instruc- the transferor bank is nflleient for 
tions. the item's further transfer to another 

Subject to the provisions of Article bank. 
3 concerning conversion of instru- Section 4-207. Warranties of Caa
ments (Section 3-419) and the pro- tomer and Collecting Bank on Trans
visions of both Article 3 and this fer or Presentment of Items; Time 
Article concerning restrictive indorse- for Claims. 
ments only a collecting bank's trans- ( 1) Each customer or collecting 
feror can give instructions which af- bank who obtains payment or accept
fect the bank or constitute notice to ance of an item and each prior cas
it and a collecting bank is not liable tomer and collecting bank warrants 
to prior parties fOr any action taken to the payor bank or other payor who 
pursuant to such instructions or in in good faith pays or accepts the item 
accordance with any agreement with that 
its transferor. (a) he has a good title to the item 

Section 4-204. Methods of Sending or is authorizecf to obtain payJilent 
and Presenting; Sending Direct to or acceptance on behalf of one who 
Payor Bank. has a good title; and 

(1) A collecting bank must send (b) he has no knowledge that the 
items by reasonably prompt method signature of the maker or drawer is 
taking into consideration any relevant unauthorized, except that this war
instructions, the nature of the item, ranty is not given by an3" Cllltomer or 
the number of such items on hand, collecting bank that is a holder in due 
and the cost of collection involved course and acts in ~ faith 
and the method generally used by it (i) to a maker with respect to the 
or others to present such items. maker's own signature; or 

(2) A collecting bank may send (ii) to a drawer with respect to 
(a) any item direct to the payor the drawer's own signature, whether 

bank; or not the drawer is also the drawee; 
(b) any item to any non-bank pay- or 

or if authorized by its transferor; (iii) to an acceptor of an item if 
and the holder in due course took the 

(c) any item other than document- item after the acce~tance. or obtained 
ary drafts to any non-bank payor, if the acceptance without knowledge 
authorized by Federal Reserve regu- that the drawer's signature was un
lation or operating letter, clearing authorized; and 
house rule or the like. (c) the item has not been material-

(3) Presentment may be made by ly altered, except that this warranty 
a presenting bank at a place where is not given by any customer or col
the payor bank has requested that lecting bank that is a holder in due 
presentment be made. course and acts in good faith. 

Section 4-205. Supplying Missing (i) to the maker of a note; or 
Indorsement; No Notice From Prior (ii) to the drawer of a dnft 
Indorsement. whilther or not the drawer ia alao 

(1) A depositary bank which has the drawee; or 
taken an item for collection may sup- (iii) to the acceptor of an item 
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with resped to an alteration made <lO<'Um~nts or the procoeds of eithn. 
prior to the acc:eptanct> if the holder (a) in ca.ae of an it.em depoei!A!d 
an due COUl"l!e took the item after the in an account to the atent to which 
attept.anc:e, even though the accept- credit gi,·en for the item has ~n 
anc:r provided '"payable a.. originally withdrawn or applied; 
drawn" or equivalent terms; or ( b) in ca.ae of an item !or which 

(iv) to the acreptor of an item it hAs gi\·en credit :l\-ailable !or ..-;th
with respect to an alteration made drawal a.s or right, to the atent of 
after the acceptance. the credit given whether or not the 

(21 Each customer and collecting credit is drawn upon and whether 
bank who transfers an item and re- or not there i• a right of cbarp
ceh~s a settlement or other consider- 1 bark; or 
ation for it warrants to hie trans- I ( c) if it make11 an advance on or 
feree and to any subsequent collect- j against the item. 
ing hank who takes the item in good 

1 
12) When credit which haa been 

faith that 1 given !or several items received at 
(a) he has a good title to the item I one time or 11ursuant to a single 

or is authorized to obtain payment or: agreement is wtthdra\\'11 or applied In 
acceptance on behalf on one who ha.s 1 part the security interest remainll 
a good title and the transfer is oth- 1 upon all the items, any accompanying 
erwise rightful; and documents or the proceeds of either. 

(b) all signatures are genuine or 1 For the purpose of this section, cred-
authorized; and , its first given are first withdra\\'ll. 

(cl the item has not been material- 1 (3) Receir,t by a collecting bank of 
ly altered; and 'a final sett ement for an item is a 

(d) n~ def~nse of any party is 1 realization on its security interest 
good aga.mst him; and in the item, accompanying documents 

(e) be has no knowledge of any and proceeds. To the extent and 80 
insolvency proceeding instituted with long as the bank does not receive fin
respect to the maker or acceptor or al settlement for the item or g;,.., up 
the drawer of an unaccepted item. posses.•ion of the item or accompany-

In addition each customer and col- ing documents for purposes other 
lecting bank so transferring an item than collection. the security interest 
and receiving a settlement or other 1 continues and is subject to the pro
consideration engages that upon dis- \isions of Article 9 except that 
honor and any necessary notice ofl (al no security agreement is neces
dishonor and protest he "ill take up sary to make the security interest en
the item. forceable (subsection (1) (bl of Sec-

(3) The warranties and the en- tion 9-2031; and 
gagement to honor set forth in the (bl no filing is required to perfect 
two preceding subsections arises not- the security interest; and 
withstanding the absence of indorse- ( c) the security interest ha.s prior
ment or wonls of guaranty or war- ity over conflicting perfected security 
ranty in th~ transfer or presentment interests in the item, accompanying 
and a collecting bank remains liable documents or proceeds. 
for their breach despite remittance to I Section 4--209. When Bank Gives 
its transferor. Damages for breach I Value for Purposes of Holder in Due 
of such warranties or engagement to Course. 
honor shall not exceed the considers- [ For purposes of determining its 
lion received by the customer or col- status as a holder in due course, the 
lecting bank responsible plus finance bank has given value to the extent 
charges and expenses related to the that it has a security interest in an 
item, if any. item pro,ided that the bank other-

(4) Unless a claim for breach of wise complies with the requirements 
warranty under this section is made of Section ~02 on what conlltitutes 
within a reasonable time after the a holder in due course. 
person claiming learns of the breach, Section 4-210. Presentment by No
the person liable is discharxed to the tice of Item Not Payable by, Through 
extent of any loss caused 6y the de- or at a Bank; Liability of Secondary 
lay in making claim. Parties. 

Section 4--208. Security Interest of (1) t:nless otherwise instru~. a 
Collecting Bank in Items, Accompany- collecting bank may present an item 
ing Doc:uments and Proceeds. not payable by, through or at a hank 

(1) A hank has a security interest by sending to the part!. to attept or 
in an item and any accompanying pay a written notice that the hank 
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holds the item for acceptance or pay- receiving the settlement and in either 
ment. The notice must be sent in time case the person receiving the settle
to be received on or before the day ment acts seasonably before its mid
when presentment is due and the night deadline in presentm_g, forward
bank must meet any requirement of ing for collection or papng the in
the party to accept or pay under Sec- strument or authorization, at the 
tion 3-506 by the close of the bank's time the remittance instrument or au
next banking day after it knows of thorization is finally paid by the pay-
the requirement. or by which it is payable; 

(2) Where presentment is made by (b) if the person receiving the set-
notice and neither honor nor request tlernent has authorized remittance by 
for compliance with a requirement a non-bank check or obligation or by 
under Section 3-506 is received by a cashier's check or similar primary 
the close of business on the day after obligation of or a check upon the 
maturity or in the case of demand payor or other remitting bank which 
items by the close of business on is not of a kind approved by subsec
the third banking day after notice tion (1) (b), at the time of the re
was sent, the presenting bank may ceipt of such remittance check or ob
treat the item as dishonored and ligation; or 
charge any secondary party by send- ( c) if in a case not covered by 
ing him notice of the facts. sub-parafP:aphs (a) or (b) the per-

Section 4--211. Media of Remit- son receiving the settlement fails to 
tance; Provisional and Final Settle- seasonably present, forward for col
ment in Remittance Cases. lection, pay or return a remittance 

(1) A collecting bank may take in instrument or authorization to it to 
settlement of an item charge before its midnight deadline, 

(a) a check of the remitting bank at such midnight deadline. 
or of another bank on any b&nk ex- Section 4--212. Right of Charge-
cept the remitting bank; or Back or RefUnd. 

(b) a cashier's check or similar (1) If a collecting bank has made 
primary obligation of a remitting provisional settlement with its c'llll
bank which is a member of or clears tomer for an item and itself fails by 
through a member of the same clear- reason of dishonor, suspension of 
ing house or group as the collecting payments by a bank or otherwise to 
bank; or receive a settlement for the item 

(c) appropriate authority to charge which is or becomes final, the bank 
an account of the remitting bank or may revoke the settlement given by 
of another bank with the collecting it, charge back the amount of any 
bank; or credit given for the item to its cus-

( d) if the item is drawn upon or tomer's account or obtain refund from 
payable by a person other than a its customer whether or not it is 
bank, a cashier's check, certified check able to return the items if by its mid
or other bank check or obligation. night deadline or within a longer 

(2) If before its midnight dead- reasonable time after it learns the 
line the collecting bank properly dis- facts it returns the item or sends 
honors a remittance check or author- notification of the facts. These rights 
ization to charge on itself or pre- to revoke, charge-back and obtain re
sents or forwards for collection a re- fund terminate if and when a settle
mittance instrument of or on another ment for the item received by the 
bank which is of a kind approved by bank is or becomes final (subsection 
subsection (1) or has not been au- (3) of Section 4--211 and subsections 
thorized by it, the collecting bank is (2) and (3) of Section 4--213). 
not liable to prior parties in the (2) Within the time arid manner 
event of the dishonor of such check, prescribed by this section and Sec
intrument or authorization. tion 4--301, an intermediary or payor 

(3) A settlement for an item by bank, as the case may be, may return 
means of a remittance instrument or an unpaid item directly to the depos
authorization to charge is or becomes itary bank and may send for collec
a final settlement as to both the per- tion a draft on the deposit&r:v bank 
son making and the person receiving and obtain reimbursement. ID such 
the settlement case, if the depositary bank has re-

( a) if the remittance instrument ceived provisional settlement for the 
or authorization to charge is of a item, it must reimburse the bank 
kind approved by subsection (1) or drawing the draft and any provisional 
has not been authorized by the person credits for the item between baziks 
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shall become and remain final. - -I ~s for the item are entered in ac-
( 3) A depositary bank which is also counts between the presenting and 

the pa~or may c_harge-back the amount payor banks or between the present
of an item to Its customer's account ing and successh·e prior collecting 
or obtaii:t refund if! accordance "~th banks seriatim, they become final upon 
the sect10n go\•ernmg return of an final payment of the item by the 
item received by a payor bank for payor bank. 
credit on i1'! books (Section 4---:'101). (3) If a collecting bank receh·es a 

( 4) The right to charge-back 1s not settlement for an item which is or be-
affected by comes final (subsection (3) of Sec-

(a) p;ior use of the credit given tion 4----211, subsection (2) of Section 
for the item; or 4----213) the bank is accountable to 

(b) failure by any bank to exer- its customer for the amount of the 
cise ordinary care with respect to item and any provisional credit given 
the item but any bank so failing re- for the item in an account with its 
mains liable. customer becomes final. 

(5) A failure to charge-back or (4) Subject to any right of the bank 
claim refund does not affect other to apply the credit to an obligation 
rights of the bank against the cus- of the customer, credit given by a 
tomer or any other party. bank for an item in an account with 

(6) If credit is gh·en in dollars as its customer becomes available for 
the equivalent of the value of an withdrawal as of right 
item payable in a foreign currency (a) in any case where the bank has 
the dollar amount of any charge-back received a provisional settlement for 
or refund shall be calculated on the the item,-when such settlement be
basis of the buying sight rate for the comes final and the bank has had a 
foreign currency prevailing on the day reasonable time to learn that the set
when the person entitled to the tlement is final; 
charge-back or refund learns that it (b) in any case where the bank 
will not receive payment in ordinary is both a depC>sitary bank and a 
course. payor bank and the item is finally 

Section 4----213. Final Payment cf paid,-at the opening of the bank's 
Item by Payor Bank; When Provi- second banking day following receipt 
sional Debits and Credits Become of the item. 
Final; When Certain Credits Become (5) A deposit of money in a bank 
Available for Withdrawal. is final when made but, subject to 

( 1) An item is finally paid by a any right of the bank to apply the de
payor bank when the bank has done posit to an obligation of the customer, 
any of the follo,ving, whichever hap- the deposit becomes available for 
pens first: withdrawal as of right at the opening 

(a) paid the item in cash; or of the bank's next banking day fol-
(b) settled for the item without lowing receipt of the deposit. 

reserving a right to revoke the set- Section 4----214. Insolvency and 
tlement and :without having such right Preference. 
under statute, clearing house rule or (1) Any item in or coming into the 
agreement; or possession of a payor or collecting 

(c) completed the process of post- bank which suspends payment and 
ing the item to the indicated account which item is not finally paid shall 
of the drawer, maker or other person be returned by the receiver, trustee 
to be charged therewith; or or agent in charge of the closed bank 

(d) made a provisional settlement to the presenting bank or the closed 
for the item and failed to revoke the bank's customer. 
settlement in the time and manner (2) If a payor bank finally pays 
permitted by statute, clearing house an item and suspends payments with
rule or agreement. out making a settlement for the it.em 

Upon a final payment under sub- with its customer or the presenting 
paragraphs (b), (c) or (d) the payor bank which settlement. is or becomes 
bank shall be accountable for the final, the owner of the item has a prc-
amount of the item. £erred claim against the. payor bank. 

(2) If provisional settlement for an (3) If a payor bank gives or a col-
item between the presenting and lecting bank gives or receiv~s a pro
payor banks is made through a clear- visional settlement for an item and 
ing house or by debits or credits in thereaf~er suspends payments, t_he 
an account between them, then to the suspension does not prevent or .m
extent that provisional debits or cred- terfere with the settlement becoming 
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final if such finality occurs automat
ically upon the lapse of certain time 
or the happening of certain events 
(subsection ( 3) of Section 4-211, 
subsections (l)(d), (2) and (3) of 
Section 4-213). 

( 4) If a collecting bank receives 
from subsequent parties settlement 
for an item which settlement is or 
becomes final and suspends payments 
without making a settlement for the 
item with its customer which is or 
becomes final, the owner of the item 
bas a preferred claim against such 
collecting bank. 

PART 3 
COLLECTION OF ITEMS; PAYOR 

BANKS 
Section 4-301. Deferred Posting; 

Recovery of Payments by Return of 
Items; Time of Dishonor. 

(1) Where an authorized settle
ment for a demand item (other than a 
documentary draft) received by a 
payor bank otherwise than for imme
diate payment over the counter has 
been made before midnight of the 
banking day of recei11t the payor 
bank may revoke the settlement and 
recover any payment if before it has 
made final payment (subsection (1) 
of Section 4-213) and before its 
midnight deadline it 

(a) returns the item; or 
(b) sends written notice of dis

honor or nonpayment if the item is 
held for protest or is otherwise un
available for return. 

(2) If a demand item is received 
by a payor bank for credit on its 
books it may return such item or 
send notice of dishonor and may re
voke any credit given or recover the 
amount thereof withdrawn by its cus
tomer, if it acts within the time limit 
and in the manner specified in the 
preceding subsection. 

(3) Unless previous notice of dis
honor has been sent an item is dis
honored at the time when for pur
poses of dishonor it is returned or 
notice sent in accordance with this 
section. 

( 4) An item is returned: 
(a) as to an item received through 

a clearing house, when it is delivered 
to the presenting or last collecting 
bank or to the clearing house or is 
sent or delivered in accordance with 
its rules; or 

( b) in all other cases, when it is 
sent or delivered to the bank's cus
tomer or transferor or pursuant to 
bis instructions. 

Section 4-302. Payor Bank's Re
sponsibility for Late Return of Item. 

In the absence of a valid defense 
such as breach of a presentment 
warranty (subsection (1) of Section 
4-207), settlement elfected or the 
like, if an item is presented on and 
received by a pa:yor bank the bank is 
accountable for the amount of 

(a) a demand item other than a 
documentary draft whether properly 
payable or not if the bank, in any 
case where it is not also the depos
itary bank, retains the item beyond 
midnight of the banking day of re
ceipt without settli.n,. for it or, re
gardless of whether it is also the de
positary bank, does not pay or re
turn the item or send notice of dis
honor until after its midnight dead
line; or 

(b) any other properly payable 
item unless within the time allowed 
for acceptance or payment of that 
item the bank either accepts or pays 
the item or returns it and accompany
ing documents. 

Section 4-303. When Items Sub
ject to Notice, Stop-Order, Le'al 
Process or Setolf; Order in Which 
Items May Be Charged or Certified. 

(1) Any knowledge, notice or stop
order received by, legal procesa served 
upon or seto1f exercised by a payor 
bank, whether or not effective under 
other rules of law to terminate, sus
pend or modify the bank's right or 
duty to pay an item or to charge its 
customer's account for the item, 
comes too late to so terminate, sus
pend or modify such right or duty if 
the knowledge, notice, stop-order or 
legal process is received or served and 
a reasonable time for the bank to act 
thereon expires or the setolf is ex
ercised after the bank has done any 
of the following: 

(a) accepted or certified the item; 
(b) paid the item in cash; 
( c) settled for the item without re

serving a riJ.ht to revoke the settle
ment and without having such right 
under statute, clearing house rule or 
agreement; 

( d) completed the process of post
ing the item to the indicated account 
of the drawer, maker or other per
son to be charged therewith or other
wise bas evidenced by examination 
of such indicated account and by ac
tion its decision to pay the item; or 

(e) become accountable for the 
amount of the item under subsection 
(l)(d) of Section 4-213 and Section 
4-302 dealing with the payor bank's 
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responsibility for late return of 
items. 

(2) Subject to the provisions of 
subsection (1) items may be accepted, 
paid, certified or charged to the in
dicated account of its customer in 
any onler convenient to the bank. 

PART 4 
RELATIONSHIP BETWEEN 

PAYOR BANK AND ITS 
CUSTOMER 

Section 4-401. When Bank May 
Charge Customer's Account. 

(1) As against its customer, a bank 
may charge against his account any 
item which is otherwise properly pay
able from that account even though 
the charge creates an overdraft. 

(2) A bank which in good faith 
makes payment to a holder may 
charge the indicated account of its 
customer accon!ing to 

(a) the original tenor of his altered 
item; or 

(b) the tenor of his completed item, 
even though the bank knows the item 
has been completed unless the bank 
has notice that the completion was 
improper. 

Section 4-402. Bank's Liability to 
Customer for Wrongful Dishonor. 

A payor bank is liable to its cus
tomer for damages proximately 
caused by the wrongful dishonor of 
any item. When the dishonor occurs 
through mistakes, liability is limited 
to actual damages proved. If so prox
imately caused and proved damages 
may include damages for an arrest or 
prosecution of the customer or other 
consequential damages. Whether any 
consequential damages are proximate
ly caused by the wrongful dishonor is 
a question of fact to be determined in 
each ease. 

Section 4-403. Customer's Right 
to Stop Payment; Burden of Proof 
of Loss. 

(1) A customer may by order to 
his bank stop payment of any item 
payable for his account but the order 
must be received at such time and 
in such manner as to afford the bank 
a reasonable opportunity to act on it 
prior to any action by the bank with 
respect to the item described in Sec
tion 4--303. 

(2) An onler is binding upon the 
bank only if it is in writing, dated, 
signed, and describes the item with 
certainty. An onler is effective for 
only six months unless renewed in 
writing. 

(3) The bunlen of establishing the 

fact and amount of loss resulting 
from the payment of an item contrary 
to a binding stop payment order i< 
on the customer. 

Section 4--404. Bank Not Obli
gated to Pay Check More Than Six 
Months Old. 

A bank is under no obligation to a 
customer having a checking account 
to pay a check, other than a certified 
check, which is presented more than 
six months after its date, but it may 
charge its customer's account for a 
payment made thereafter in good 
faith. 

Section 4-405. Death or Incompe
tence of Customer. 

( 1) A payor or collecting bank's 
authority to accept, pay or collect an 
item or to account for proceeds of 
its collection if otherwise effecth-e is 
not rendered ineffective by incompe
tence of a customer of either bank 
existing at the time the item is is
sued or its collection is undertaken 
if the bank does not know of an ad
judication of incompetence. Neither 
death nor incompetence of a customer 
revokes such authority to accept, 
pay, collect or account until the bank 
knows of the fact of death or of an 
adjudication of incompetence and has 
reasonable opportunity to act on it. 

(2) Even with knowledge a bank 
may for ten days after the date of 
death pay or certify checks drawn on 
or prior to that date unless onlered 
to stop payment by a person claiming 
an interest in the account. 

Section 4-406. Customer's Duty to 
Discover and Report Unauthorized 
Signature or Alteration. 

(1) When a bank sends to its cus
tomer a statement of account accom
panied by items paid in good faith 
in support of the debit entries or 
holds the statement and items pursu
ant to a request or instructions of 
its customer or otherwise in a rea
sonable manner makes the statement 
and itell\S available to the customer, 
the customer must exercise reason
able care and promptness to examine 
the statement and items to discover 
his unauthorized signature or any 
alterations on an item and must 
notify the bank promptly after disco,·
ery thereof. 

(2) If the bank establishes that 
the customer failed with respect to 
an item to comply with the duties 
imposed on the customer by subsec
tion (1) the customer is precluded 
from asserting against the bank 

(a) his authorized signature or any 
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alteration on the item if the bank 
also establishes that it suffered a loss 
by reason of such failure; and 

(b) an unauthorized signature or 
alteration by the same wrongdoer on 
any other item paid in good faith by 
the bank after the first item and 
statement was available to the cus
tomer for a reasonable period not ex
ceeding fourteen calendar days and 
before the bank receives notification 
from the customer of any such un
authorized signature or alteration. 

( 3) The preclusion under subsection 
(2) does not apply if the customer es
tablishes lack of ordinary care on the 
part of the bank in paying the 
item(s). 

( 4) Without regard to care or lack 
of care of either the customer or the 
bank a customer who does not within 
one year from the time the state
ment and items are made available to 
the customer (subsection (1)) dis
cover and report his unauthorized sig
nature or any alteration on the face 
or back of the item or does not within 
three years from that time discover 
and report any unauthorized indorse
ment is precluded from asserting 
against the bank such unauthorized 
signature or indorsement or such al
teration. 

( 5) If under this section a payor 
bank has a valid defense against a 
claim of a customer upon or resulting 
from payment of an item and waives 
or fails upon request to assert the 
defense the bank may not assert 
against any collecting bank or other 
prior party presenting or transfer
ring the item a claim based upon the 
unauthorized signature or alteration 
giving rise to the customer's claim. 

Section 4-407. Payor Bank's Right 
to Subrogation on Improper Payment. 

If a payor bank has paid an item 
over the stop payment order of the 
drawer or maker or otherwise under 
circumstances giving a basis for ob
jection by the drawer or maker, to 
prevent unjust enrichment and only 
to the extent necessary to prevent 
loss to the bank by reason of its pay
ment of the item, the payor bank 
shall be subrogated to the rights 

(a) of any holder in due course on 
the item against the drawer or maker; 
and 

( b) of the payee or any other holder 
of the item against the drawer or 
maker either on the item or under 
the transaction out of which the item 
arose; and 

(c) of the drawer or maker against 

the payee or any other holder of the 
item with respect to the transaction 
out of which the item arose. 

PART 5 
COLLECTION OF DOCUMENTARY 

DRAFTS 
Section 4-501. Handling of Docu

mentary Drafts; Duty to Send for 
Presentment and to Notify Customer 
of Dishonor. 

A bank which takes a documentary 
draft for collection must present or 
send the draft and accompanying doc
uments for presentment and upon 
learning that the draft has not been 
paid or accepted in due course must 
seasonably notify its customer of such 
fact even though it may have dis
counted or bought the draft or ex
tended credit available for withdrawal 
as of right. 

Section 4---502. Presentment of "On 
Arrival" Drafts. 

When a draft or the relevant in
structions require presentment "on 
arrival," "when goods arrive" or the 
like, the collecting bank need not pre
sent until in its judgment a reason
able time for arrival of the goods has 
expired. Refusal to pay or accept be
cause the goods have not arrived is 
not dishonor; the bank must notify 
its transferor of such refusal but need 
not present the draft again until it 
is instructed to do so or learns of 
the arrival of the goods. 

Section 4---503. Responsibility of 
Presenting Bank for Documents and 
Goods; Report of Reasons for Dis
honor; Referee in Case of Need. 

Unless otherwise instructed and ex
cept as provided in Article 6 a bank 
presenting a documentary draft 

(a) must deliver the documents to 
the drawee on acceptance of the draft 
if it is payable more than three days 
after presentment; otherwise only on 
payment; and 

(b) upon dishonor, either in the case 
of presentment for acceptance or pre
sentment for payment, may seek and 
follow instructions from any referee 
in case of need designated iii the draft 
or if the presenting bank does not 
choose to utilize his services it must 
use diligence and good faith to as
certain the reason for dishonor, must 
notify its transferor of the dishonor 
and of the results of its eft'ort to as
certain the reasons therefor and must 
request instructions. 

But the presenting bank is under no 
obligation with respect to goods rep.. 
resented by the documents except to 
follow any reasonable instructions 
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se!'sonably received; it has a right to 
reimbursement for any expense in
curred in following instructions and 
to repayment of or indemnity for 
such expenses. 

Section 4-504. Privilege of Pre
senting Bank to Deal With Goods· 
Security Interest for Expenses. ' 

(1) A presenting bank which, fol
lowing the dishonor of a documentary 
draft, has seasonably requested in
structions but does not receive them 
within a reasonable time may store, 
sell, or otherwise deal with the goods 
in any reasonable manner. 

(2) For its reasonable expenses in
curred by action under subsection (1) 
the presenting bank has a lien upon 
the goods or their proceeds, which 
may be foreclosed in the same man
ner as an unpaid seller's lien. 

ARTICLE 5 
LETTERS OF CREDIT 

Section 5-101. Short Title. 
Thls Article shall be known and 

may be cited as Uniform Commercial 
Code-Letters of Credit. 

Section 5-102. Scope. 
(1) This Article applies 
(a) to a credit issued by a bank 

if the credit requires a documentary 
draft or a documentary demand for 
payment; and 

(b) to a credit issued by a person 
other than a bank if the credit re
quires that the draft or demand for 
payment be accompanied by a docu
ment of title; and 

( c) to a credit issued by a bank or 
other person if the credit is not with
in subparagraphs (a) or (b) but con
spicuously states that it is a letter of 
credit or is conspicuously so entitled. 

(2) Unless the engagement meets 
the requirements of subsection (1), 
this Article does not apply to en
gagements to make advances or to 
honor drafts or demands for payment, 
to authorities to pay or purchase, to 
guarantees or to general agreements. 

(3) This Article deals with some 
but not all of the rules and concepts 
of letters of credit as such rules or 
concepts have developed prior to this 
act or may hereafter develop. The 
fact that thls Article states a rule 
does not by itself require, imply or 
negate application of the same or a 
converse rule to a situation not pro
vided for or to a person not specified 
by thls Article. 

Section 5-103. Definitions. 

(1) In this Article unless the con
text otherwise requires 

(a) "Credit" or "letter of credit'' 
means an engagement by a bank or 
other person made at the request of 
a customer and of a kind within the 
scope of this Article (Section 5-102) 
that the issuer will honor drafts or 
other demands for payment upon 
compliance with the conditions speci
fied in the credit. A credit may be 
either revocable or irrevocable. The 
engagement may be either an agree
ment to honor or a statement that 
the bank or other person is author
ized to honor. 

(b) A "documentary draft" or a 
"documentary demand for payment" 
is one honor of which is conditioned 
upon the presentation of a document 
or documents. "Document" means any 
paper including document of title, se
curity, invoice, certificate, notice of 
default and the like. 

( c) An "issuer" is a bank or other 
person issuing a credit. 

( d) A "beneficiary" of a credit is 
a person who is entitled under its 
terms to draw or demand payment. 

(e) An "advising bank" is a bank 
which gives notification of the issu
ance of a credit by another bank. 

(f) A "confirming bank" is a bank 
which engages either that it will it
self honor a credit already issued by 
another bank or that such a credit 
will be honored by the issuer or a 
third bank. 

( g) A "customer" is a buyer or 
other person who causes an issuer to 
issue a credit. The term also includes 
a bank which procures issuance or 
confirmation on behalf of that bank's 
customer. 

(2) Other definitions applying to 
this Article and the sections in which 
they appear are: 

"Notation of Credit." Section 5-
108. 

"Presenter." Section 5-112(3). 
(3) Definitions in other Articles 

applying to this Article and the sec
tions in which they appear are: 

"Accept" or "Acceptance." Section 
3--410. 

"Contract for sale." Section 2---106. 
"Draft." Section 3-104. 
"Holder in due course." Section 3-

302. 
"Midnight deadline." Section 4-

104. 
"Security." Section 8-102. 
( 4) In addition, Article 1 contains 
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general definitions and principles of 
construction and interpretation ap
plicable throughout this Article. 

Section 5-104. Formal Require
ments; Signing. 

( 1) Except as otherwise required 
in subsection ( 1 )( c) of Section 5-
102 on scope, no particular form of 
phrasing is required for a credit. A 
credit must be in writing and signed 
by the issuer and a confirmation must 
be in writing and signed by the con
firming bank. A modification of the 
terms of a credit or confirmation must 
be signed by the issuer or confirming 
bank. 

( 2) A telegram may be a sufficient 
signed writing if it identifies its 
sender by an authorized authentica
tion. The authentication may be in 
code and the authorized naming of 
the issuer in an advice of credit is a 
sufficient signing. 

Section 5-105. Consideration. 
No consideration is necessary to 

establish a credit or to enlarge or 
otherwise modify its terms. 

Section 5-106. Time and Etrect of 
Establishment of Credit. 

(1) Unless otherwise agreed a 
credit is established 

(a) as regards the customer as 
soon as a letter of credit is sent to 
him or the letter of credit or an au
thorized written advice of its issu
ance is sent to the beneficiary; and 

( b) as regards the beneficiary when 
he receives a letter of credit or an 
authorized written advice of its is
suance. 

(2) Unless otherwise agreed once 
an irrevocable credit is established 
as regards the customer it can be 
modified or revoked only with the con
sent of the customer and once it is 
established as regards the beneficiary 
it can be modified or revoked only 
with his consent. 

(3) Unless otherwise agreed after 
a revocable credit is established it 
may be modified or revoked by the 
issuer without notice to or consent 
from the customer or beneficiary. 

(4) Notwithstanding any modifica
tion or revocation of a revocable 
credit any person authorized to honor 
or negotiate under the terms of the 
original credit is entitled to reim
bursement for or honor of any draft 
or demand for payment duly honored 
or negotiated before receipt of notice 
of the modification or revocation and 

the issuer in tum is entitled to reim
bursement from its CUBtomer. 

Section 5-107. Advice of Credit; 
Confirmation; Error in Statement of 
Terms. 

( 1) Unless otherwise specified an 
advising bank by advising a credit 
issued by another bank does not as
sume any obligation to honor drafts 
drawn or demands for payment made 
under the credit but it does assume 
obligation for the accuracy of its own 
statement. 

(2) A confirming bank by confirm
ing a credit becomes directly obligat
ed on the credit to the extent of its 
confirmation as though it were its is
suer and acquires the lights of an 
issuer. 

(3) Even though an advising bank 
incorrectly advises the terms of a 
credit it has been authorized to ad
vise the credit is established as 
against the issuer to the extent of its 
original terms. 

(4) Unless otherwise specUied the 
customer bears as against the issuer 
all risks of transmission and reason
able translation or interpretation of 
any message relating to a credit. 

Section 5-108. "Notation Credit"; 
Exhaustion of Credit. 

(1) A credit which specifies that 
any person purchasing or paying 
drafts drawn or demands for payment 
made under it must note the amount 
of the draft or demand on the letter 
or advice of credit is a "notation of 
credit." 

(2) Under a notation credit 
(a) a person paying the beneftcia.ry 

or purchasing a draft or demand for 
payment from him aequires a right 
to honor only if the appropriate no
tation is made and by transferring or 
forwarding for honor the documents 
under the credit such a person war
rants to the issuer that the notation 
has been ma.de; and 

(b) unless the credit or a signed 
statement that an appropriate nota
tion has been made accompanies the 
draft or demand for payment the is
suer may delay honor until evidence 
of notation has been procured which 
is satisfactory to it but its obligation 
and that of its customer continue for 
a reasonable time not exceeding thir
ty days to obtain such evidence. 

(3) H the credit is not a notation 
credit 

(a) the issuer may honor comply
ing drafts or demands for pa71Mnt 
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presented to it in the order in which 
they are presented and is discharged 
pro tanto by honor of any such draft 
or demand; 

(b) as between competing good 
faith purchasers of complying drafts 
or demands the person first purchas
ing has priority over a subsequent 
purchaser even though the later pur
chased draft or demand has been first 
honored. 

Section 5-109. Issuer's Obligation 
to Its Customer. 

(1) An issuer's obligation to its 
customer includes good faith and ob
servaJJ.ce of any general banking 
usage but unless otherwise agreed 
does not include liability or responsi
bility. 

(a) for performance of the under
lying contract for sale or other trans
action between the customer and the 
beneficiary; or 

(b) for any act or omission of any 
person other than itself or its own 
branch or for loss or destruction of a 
draft, demand or document in transit 
or in the possession of others; or 

(c) based on knowledge or lack of 
knowledge of any usage of any par
ticular trade. 

(2) An issuer must examine d·ocu
ments with care so as to ascertain 
that on their face they appear to com
ply with the terms of the credit but 
unless otherwise agreed assumes no 
liability or responsibility for the gen
uineness, falsification 01· effect of any 
document which appears on such ex
amination to be regular on its face. 

(3) A non-bank issuer is not bound 
by any banking usage of which it has 
no knowledge. 

Section 5-110. Availability of 
Credit in Portions; Presenter's Reser
vation of Lien or Claim. 

(1) Unless otherwise specified a 
credit may be used in portions in the 
<liscretion of the beneficiary. 

( 2) Unless otherwise specified a 
person by presenting a documentary 
draft or demand for payment und'er a 
credit relinquishes upon its honor all 
claims to the documents and a person 
by transferring such draft or demand 
or causing such presentment author
izes such relinquishment. An explicit 
reservation of claim makes the draft 
or demand non-complying. 

Section 5-111. Warranties on 
Transfer and Presentment. 

(1) Unless otherwise agreed the 
beneficiary by transferring or pre
senting a documentary draft or de-

mand for payment warrants to all 
interested parties that the necessary 
conditions of the credit have been 
complied with. This is in addition to 
any warranties arising under Articles 
3, 4, 7 and 8. 

( 2) Unless otherwise agreed a ne
gotiating, adv:ising, confirming, col
lecting or issuing bank presenting or 
transferring a draft or demand for 
payment under a credit warrants only 
the matters warranted by a collecting 
bank under Article A and any such 
bank transferring a document war
rants only the matters warranted by 
an intermediary under Articles 7 and 
8. 

Section 5-112. Time Allowed for 
Honor or Rejection; Withholding 
Honor or Rejection by Consent; "Pre
senter.'' 

( 1) A bank to which a documentary 
draft or demand for payment is pre
sented under a credit may without 
dishonor of the draft, demand or 
credit 

(a) defer honor until the close of 
the third banking day following re
ceipt of the documents; and 

( b) further defer honor if the pre
senter has expressly or impliedly con
sented thereto. 

Failui·e to honor within the time 
here specified constitutes dishonor of 
the draft or demand and of the credit 
except as otherwise provided in sub
section ( 4) of Section 5-114 on con
ditional payment. 

(2) Upon dishonor the bank may 
unless otherwise instructed fulfill its 
duty to return the draft or demand 
and the documents by holding them 
at the disposal of the presenter and 
sending him an adv:ice to that effect. 

( 3) "Presenter" means any person 
presenting a draft or demand for 
payment for honor under a credit 
even though that person is a confirm
ing bank or other correspondent 
which is acting under an issuer's au
thorization. 

Section 5-113. Indemnities. 
( 1) A bank seeking to obtain 

(whether for itself or another) honor, 
negotiation or reimbursement under 
a credit may give an ind.emnity to in
duce such honor, negotiation or re
imbursement. 

(2) An indemnity agreement in
ducing honor, negotiation or reim
bursement 

(a) unless otherwise explicitly 
agreed applies to defects in the docu
ments but not in the goods; and 

(b) unless a longer time is explicit-
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ly agreed expires at the end of ten 
business days following receipt of the 
documents by the ultimate customer 
unless notice of objection is sent be
fore such expiration date. The ulti
mate customer may send notice of ob
jection to the person from whom he 
received the documents and any bank 
receiving such notice is under a duty 
to send notice to its transferor before 
its midnight deadline. 

Section 5-114. Issuer's Duty and 
Privilege to Honor; Right to Reim
bursement. 

( 1) An issuer must honor a draft 
or demand for payment which com
plies with the terms of the relevant 
credit regardless of whether the goods 
or documents conform to the under
lying contract for sale or other con
tract between the customer and' the 
beneficiery. The issuer is not excused 
from honor of such a draft or de
mand by reason of an additional gen
eral term that all documents must be 
satisfactory to the issuer but an issu
er may require that specified docu
ments must be satisfactory to it. 

(2) Unless otherwise agreed when 
documents appear on their face to 
comply with the terms of a credit but 
a required document does not in fact 
conform to the warranties made on 
negotiation or transfer of a document 
of title (Section 7-507) or of a secu
rity (Section 8-806) or is forged or 
fraudulent or there is fraud in the 
transaction 

(a) the issuer must honor the draft 
or demand for payment if honor is 
demanded by a negotiating bank or 
other holder of the draft or demand 
which has taken the draft or demand 
under the credit and under circum
stances which would make it a holder 
in due course (Section 3-302) and 
in an appropriate case would make it 
a person to whom a document of title 
has been duly negotiated (Section 7 
-502) or a bona fide purchaser of a 
security (Section 8-802); and 

(b) in all other cases as against its 
customer, an issuer acting in good 
faith may honor the draft or demand 
for payment despite notification from 
the customer of fraud, forgery or 
other defect not apparent on the face 
of the documents but a court af ap
propriate jurisdiction may enjoin such 
honor. 

( 3) Unless otherwise agreed an is
suer which has duly honored a draft 
or demand for payment is entitled to 
immediate reimbursement of any pay
ment made under the credit and to be 

put in effectively available funds not 
later than the day before maturity of 
any acceptance made under the credit. 

(4) When a credit provides for 
payment by the issuer on receipt of 
notice that the required documents 
are in the possession of a correspond
ent or other agent of the issuer 

(a) any payment made on receipt 
of such notice is conditional; and 

(b) the issuer may reject docu
ments which do not comply with the 
credit if it does so within three bank
ing days following its receipt of the 
documents; and 

(c) in the event of such rejection, 
the issuer is en titled by charge back 
or otherwise to return of the payment 
made. 

( 5) In the case covered by subsec
tion ( 4) failure to reject documents 
within the time specified in sub-para
graph (b) constitutes acceptance of 
the documents and makes the pay
ment final in favor of the beneficiary. 

Section 5-115. Remedy for Im
proper Dishonor or Anticipatory Re
pudiation. 

(1) When an issuer wrongfully dis
honors a draft or demand for pay
ment presented under a credit the per
son entitled to honor has with respect 
to any documents the rights of a p4tl'
son in the position of a seller (Section 
2-707) and may recover from the is
suer the face amount of the draft or 
demand together with incidental dam
ages under Section 2-710 on seller's 
incidental damages and interest but 
less any amount realized by resale or 
other use or disposition of the subject 
matter of the transaction. In the 
event no resale or other utilization is 
made the documents, goods or other 
subject matter involved in the trans
action must be turned over to the 
issuer on payment of judgment. 

(2) When an issuer wrongfully 
cancels or otherwise repudiates a 
credit before presentment of a draft 
or demand for payment drawn under 
it the beneficiary has the rights of a 
seller after anticipatory repudiation 
by the buyer under Section 2-610 if 
he learns of the repudiation in time 
reasonably to avoid procurement of 
the required documents. Otherwise 
the beneficiary has an immediate 
right of action for wrongful dishonor. 

Section 5-116. Transfer and As
signment. 

(1) The right to draw under a 
credit can be transferred or assigned 
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only when the credit is expressly des
ignated as transferable or assignable. 

( 2) Even though the credit spe
cifically states that it is non-trans
ferable or nonassignable the benefi
ciary may before performance of the 
conditions of the credit assign his 
dght to proceeds. Such an assignment 
is an assignment of a contract right 
under Article 9 on Secured Transac
tions and is governed by that Article 
except that 

(a) the assignment is ineffective 
until the letter of credit or advice of 
credit is delivered to the assignee 
which delivery constitutes perfection 
of the security interest under Article 
9; and 

( b) the issuer may honor drafts or 
demands for payment drawn under 
the credit until it receives a notifica
tion of the assignment signed by the 
beneficiary which i·easonably identi
fies the credit involved' in the assign
ment and contains a request to pay 
the assignee; and 

(c) after what reasonably appears 
to be such a notification has been 
received the issuer may without dis
honor refuse to accept or pay even to 
a person otherwise entitled to honor 
until the letter of credit or advice of 
credit is exhibited to the issuer. 

( 3) Except where the beneficiary 
has effectively assigned his right to 
draw or his right to proceeds, noth
ing in this section limits his right to 
transfer or negotiate d1·afts or d'e
mands drawn under the credit. 

Section 5-117. Insolvency of Bank 
Holding Funds for Documentary 
Credit. 

( 1) Where an issuer or an advising 
or confirming bank or a bank which 
has for a customer procured issuance 
of a credit by another bank becomes 
insolvent before final payment under 
the credit and the credit is one to 
which this Article is made applicable 
by paragraphs (a) or (b) of Section 
5-102(1) on scope, the receipt 01· 
allocation of funds or collateral to 
secure or meet obligations und'er the 
credit shall have the following re
sults: 

(a) to the extent of any funds or 
collateral turned over after or before 
the insolvency as indemnity against 
or specifically for the purpose of pay
ment of drafts or demands for pay
ment drawn under the designated 
credit, the drafts are entitled to pay
ment in preference over depositors or 
other general creditors of the issuer 
or bank; and 

(b) on expiration of the credit or 
surrender of the beneficiary's rights 
under it unused any person who has 
given such funds or collateral is sim
ilarly entitled to return thereof; and 

( c) a charge to a general or cur
rent account with a bank if specifical
ly consented to for the purpose of in
demnity against or payment of drafts 
or demands for payment drawn un
der the designated credit falls under 
the same rules as if the funds had 
been drawn out in cash and then 
turned over with specific instructions. 

( 2) After honor or reimbursement 
under this section the customer or 
other person for whose account the 
insolvent bank has acted is entitled 
to receive the documents involved. 

ARTICLE 6 
BULK TRANSFERS 

Section 6-101. Short Title. 
This Article shall be known and 

may be cited as Uniform Commercial 
Code-Bulk Transfers. 

Section 6-102. "Bulk Transfer"; 
Transfers of Equipment; Enterprises 
Subject to This Article; Bulk Trans
fers Subject to This Article. 

( 1) A "bulk transfer" is any trans
fer in bulk and not in the ordinary 
course of the transferor's business of 
a major part of the materials, sup
plies, merchandise or other inventory 
(Section 9-109) of an enterprise 
subject to this Article. 

(2) A transfer of a substantial 
part of the equipment (Section 9-
109) of such an enterprise is a bulk 
transfer if it is made in connection 
with a bulk transfer of inventory, 
but not otherwise. 

(3) The enterprises subject to this 
Article are all those whose principal 
business is the sale <>f merchandise 
from stock, including those who man
ufacture what they sell. 

( 4) Except as limited by the fol
lowing section all bulk transfers of 
goods located within this state are 
subject to this Article. 

Section 6-103. Transfers Excepted 
From This Article. 

The following transfers are not 
subject to this Article: 

( 1) Those made to give security fo1· 
the performance of an obligation; 

(2) General assignments for the 
benefit of all the creditors of the 
transferor, and subsequent transfers 
by the assignee thereunder; 

( 3) Transfers in settlement or ~e
alization of a lien or other security 
interest; 
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( 4) Sales by executors, administra- tbe transferor or his agent. It must 
tors, receivers, trustees in bankrupt- contain tbe names and business ad
cy, or any public officer under judicial dresses of all creditors of tbe trans
process; feror, witb the amounts when known, 

( 5) Sales made in the course of ju- and also tbe names of all persons 
dic1al or administrative proceedings who are known to the transferor to 
for the dissolution or reorganization assert claims against him even 
of a corporation and of which notice though such claims are disputed. If 
is sent to the creditors of .the corpora- tbe transferor is tbe obligor of an 
tion pursuant to order of the court or outstanding issue of bonds, deben
administrative agency; turee or the like as to which there is 

( 6) Transfers to a person main- an indenture trustee, tbe list of cred
tsining a known place of business in itors need include only the name and 
this State who becomes bound to pay address of the indenture trustee and 
the debts of the transferor in full and tbe aggregate outstanding principal 
gives public notice of that fact, and amount of tbe issue. 
who is solvent after becoming so (3) Responsibility for the complete-
bound; ness and accuracy of the list of cred-

( 7) A transfer to a new business itors rests on the transferor, and the 
enterprise organized to take over and transfer is not rendered ineffective 
continue the business, if public notice by errors or omissions therein unleu 
of the transaction is given and tbe the transferee is shown to have had 
new enterprise assumes the debts of knowledge. 
the transferor and he receives nothing Section 6--105. Notice to Creditors. 
from the transaction except an inter- In addition to the n!Qllirements of 
est in the new enterprise junior to the the preceding section, any bulk trans
claims of creditors; fer subject to this Article except one 

(8) Transfers of property which is made by auction sale (Section 6-
exempt from execution. 108) is ine1fective against any cred-

Public notice under subsection ( 6) itor of tbe transferor unless at least 
or subsection (7) may be given by ten days before he takes possesaion 
publishing once a week for two con- of the goods or pays for them, which
secutive weeks in a newspaper of gen- ever happens first, the transferee 
era! circulation where the transferor gives notice of the transfer in the 
had its principal place of business in manner and to tbe persons hereafter 
this state an advertisement including provided (Section 6--107). 
the names and addressee of tbe trans- Section 6--106. Application of the 
feror and transferee and the effective Proceeds. 
date of the .transfer. In addition to the n!Qllirements of 

Section 6--104. Schedule of Prop- tbe two preceding sections: 
erty, List of Creditors. (1) Upon every bulk transfer sub-

( 1) Except as provided with re- ject to this Article for which new 
spect to auction sales (Section 6-- consideration becomes payable except 
108), a bulk transfer subject to this those made by sale at auction it is 
Article is ineffective against any cred- the duty of the transferee to assme 
itor of the transferor unless: that such consideration is applied so 

(a) The transferee requires the far as necessary to pay those debts 
transferor to furnish a list of his ex- of the transferor which are either 
isting creditors prepared as stated in shown on the list furnished by the 
this section; and transferor (Section 6--104) or filed 

(b) The parties prepare a ached- in writing in the place stated in the 
ule of the property transferred suf- notice (Section 6--107) within thirty 
ficient to identify it; and days after the mailing of such no-

( c) The transferee preserves the tice. This duty of the transferee runs 
list and schedule for six months next to all the holders of such debts, and 
following the transfer and permits may be enforced by any of them for 
inspection of either or both and copy- the benefit of all. 
ing therefrom at all reasonable hours (2) If any of said debts are in 
by any creditor of the transferor, or dispute the necessary sum may be 
files the list and schedule in the office withheld from distribution until the 
of the county clerk of the county in dispute is settled or adjudicated. 
which the transferor had its prin- (3) If the consideration payable 
cipal place of business in this state. is not enough to pay all of the said 

(2) The list of creditors must be debts in full distribution shall be 
signed and sworn to or affirmed by made pro rats. 
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Section 6-107. The Notice. 
(1) The notice to creditors (Sec

tion 6-105) shall state: 
(a) That a bulk transfer is about 

to be made; and 
(b) the names and husiness ad

dresses of the transferor and trans
feree, and all other business names 
and addresses used by the transferor 
within three years last past so far 
as known to the transferee; and 

( c) whether or not all the debts 
of the transferor are to be paid in 
full as they fall due as a result of 
the transaction, and if so, the address 
to which creditors should send their 
bills. 

(2) If the debts of the transferor 
are not to be paid in full as they 
fall due or if the transferee is in 
doubt on that point then the notice 
shall state further: 

(a) the location and general de
scription of the property to be trans
ferred and the estimated total of the 
transferor's debts; 

(b) the address where the schedule 
of property and list of creditors (Sec
tion 6-104) may be inspected; 

(c) whether the transfer is to pay 
existing debts and if so the amount 
of such debts and to whom owing; 

( d) whether the transfer is for 
new consideration and if so the 
amount of such consideration and the 
time and place of payment; and 

( e) if for new consideration the 
time and place where creditors of the 
transferor are to file their claims. 

(3) The notice in any case shall 
be delivered personally or sent by 
registered or certified mail to all the 
persons shown on the list of creditors 
furnished -by the transferor (Section 
6-104) and to all other persons who 
are known to the transferee to hold 
or assert claims against the trans
feror. 

Section 6-108. Auction Sales; 
"Auctioneer." 

(1) A bulk transfer is subject to 
this Article even though it is by sale 
at auction, but only in the manner 
and with the results stated in this 
section. 

(2) The transferor shall furnish a 
list of his creditors and assist in the 
preparation of a schedule of the prop
erty to be sold, both prepared as be
fore stated (Section 6-104). 

( 3) The person or persons other 
than the transferor who direct, con
trol or are responsible for the auc
tion are collectively called the "auc
tioneer." The auctioneer shall: 

(a) receive and retain the list of 
creditors and prepare and retain the 
schedule of property for the period 
stated in this Article (Section 6-
104); 

(b) give notice of the auction per
sonally or by registered or certified 
mail at least ten days before it oc
curs to all persons shown on the list 
of creditors and to all other /ersons 
who are known to him to ho! or as
sert claims against the transferor; 
and 

( c) assure that the net proceeds 
of the auction at·e applied as pro
vided in this Article (Section 6-
106). 

( 4) Failure of the auctioneer to 
perform any of these duties does not 
affect the validity of the sale or the 
title of the purchasers, but if the 
auctioneer knows that the auction 
constitutes a bulk transfer such fail
ure renders the auctioneer liable to 
the creditors of the transferor as a 
class for the sums owing to them 
from the transferor up to but not ex
ceeding the net proceeds of the auc
tion. If the auctioneer consists of sev
eral persons their liability is joint 
and several. 

Section 6-109. What Creditors Pro
tected; Credit for Payment to Par
ticular Creditors. 

( 1) The creditors of the transferor 
mentioned in this Article are those 
holding claims based on transactions 
or events occurring before the bulk 
transfer, but creditors who become 
such after notice to creditors is given 
(Sections 6-105 and 6-107) are 
not entitled to notice. 

(2) Against the aggregate obliga
tion imposed by the provisions of this 
Article concerning the application of 
the proceeds (Section 6-106 and sub
section (3) (c) of 6-108) the trans
feree or auctioneer is entitled to cred
it for sums paid to particular cred
itors of the transferor, not exceeding 
the sums believed in good faith at the 
time of the payment to be properly 
payable to such creditors. 

Section 6-110. Subsequent Trans
fers. 

When the title of a transferee to 
property is subject to a defect by rea-
son of his non-compliance with the 
requirements of this Article, then: 

( 1 ) a purchaser of any of such 
property from such transferee who 
pays no value or who takes with no
tice of such non-compliance takes sub
ject to such defect, but 

(2) a purchaser for value in good 
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faith and without such notice takes goods or that the goods were mis
free of such defect. described or that in any other respect 

Section 6-111. Limitation of Ac- the agent or employee violated his 
tions and Levies. instructions. 

No action under this Article shall (h) "Warehouseman" is a person 
be brought nor levy made more than engaged in the business of storing 
six months after the date on which goods for hire. 
the transferee took possession of the ( 2) Other definitions applying to 
goods unless the transfer has been this Article or to specified Parts 
concealed. If the transfer has been thereof, and the sections in which 
concealed, actions may be brought or they appear are: 
levies made within six months after "Duly negotiable." Section 7-501. 
its discovery. "Person entitled under the docu-

ARTICLE 7 ment." Section 7-403(4). 
WAREHOUSE RECEIPTS, BILLS (3) Definitions in other Articles 

OF LADING AND OTHER 1 · thi A · 1 d the DOCUMENTS OF TITLE app ymg to s rtic e an sec
tions in which they appear are: 

PART 1 "Contract for sale.'' Section 2--106. 
GENERAL "Overseas." Section 2--323. 

Section 7-101. Short Title. "Receipt" of goods. Section 2--103. 
This Article shall be known and (4) In addition Article 1 contains 

may be cited as Uniform Commer- general definitions and principles of 
cial Code-Documents of Title. construction and interpretation ap

Section 7-102. Definitions and In- plicable throughout this Article. 
dex of Definitions. Section 7-103. Relation of Article 

(1) In this Article, unless the to Treaty, Statute, Tariff, Classifica-
context otherwise requires: tion or Regulation. 

(a) "Bailee" means the person who To the extent that any treaty or 
by a warehouse receipt, bill of ladinJr statute of the United States, regula
or other document of title acknowf- tory statute of this State or tarift', 
edges possession of goods and con- classificaiton or regulation filed or is
tracts to deliver them. sued pursuant thereto is applicable, 

(b) "Consignee" means the person the provisions of this Article are sub
named in a bill to whom or to whose ject thereto. 
order the bill promises delivery. Section 7-104. Negotiable and 

(c) "Consignor" means the person Non-Negotiable Warehouse Receipt, 
named in a bill as the person from Bill of Lading or Other Document -of 
whom the goods have been received Title. 
for shipment. (1) A warehouse receipt, bill of 

( d) "Delivery order" means a writ- lading or other document of title is 
ten order to deliver goods directed to negotiable 
a warehouseman, carrier or other per- (a) if by its terms the goods are 
son who in the ordinary course of to be delivered to bearer or to the 
business issues warehouse receipts or order of a named person; or 
bills of lading. (b) where recognized in overseas 

(e) "Document" means document trade, if it runs to a named person 
of title as defined in the general defi- or assigns. 
nitions in Article 1 (Section 1-201). (2) Any other document is non-

(f) "Goods" means all things negotiable. A bill of ladiDB in which 
which are treated as movable for the it is stated that the goods. an con
purposes of a contract of storage or signed to a named person is not made 
transportation. negotiable by a :i;irovision that the 

(g) "Issuer" means a bailee who goods are to be delivered only against 
issues a document except that in re- a written order signed by the same or 
lation to an unaccepted delivery or- another named person. 
der it means the person who orders Section 7-105. Construction Against 
the possessor of goods to deliver. Is- Negative Im:t>lication. 
suer includes any person for whom The omismon from either Part 2 
an agent or employee purports to act or Part 3 of this Article of a provi
in issuing a document if the agent sion corresponding to a provision 
or employee has real or apparent au- made in the other Part does not im
thority to issue documents, notwith- ply that a corresponding rule of law 
standing that the issuer received no is not applicable. 
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PART 2 
WAREHOUSE RECEIPTS: 

SPECIAL PROVISIONS 
Section 7-201. Who May Issue a 

Warehouse Receipt; Storage Under 
Government Bond. 

(1) A warehouse receipt may be 
issued by any warehouseman. 

(2) Where goods including distilled 
spirits and agricultural commodities 
are stored under a statute requiring 
a bond against withdrawal or a li
cense for the issuance of receipts in 
the nature of warehouse receipts, a 
receipt issued for the goods has like 
effect as a warehouse receipt even 
though issued by a person who is the 
owner of the goods and is not a ware
houseman. 

Section 7-202. Form of Ware
house Receipt; Essential Terms; Op
tional Terms. 

( 1) A warehouse receipt need not 
be in any particular form. 

(2) Unless a warehouse receipt 
embodies within its written or printed 
terms each of the following, the ware
houseman is liable for damages caused 
by the omission to a person injured 
thereby: 

(a) the location of the warehouse 
where the goods are stored; 

(b) the date of issue of the receipt; 
(c) the consecutive number of the 

receipt; 
( d) a statement whether the goods 

received will be delivered to the bear
er, to a specified person, or to a spe
cified person or his order; 

( e) the rate of storage and han
dling charges, except that where 
goods are stored under a field ware
housing arrangement a statement of 
that fact is sufficient on a non-nego
tiable receipt; 

(f) a description of the goods or 
of the packages containing them; 

(g) the signature of the warehouse
man, which may be made by his au
thorized agent; 

(h) if the receipt is issued for 
goods of which the warehouseman is 
owner, either solely or jointly or in 
common with others, the fact of such 
ownership; and 

(i) a statement of the amount of 
advances made and of liabilities in
curred for which the warehouseman 
claims a lien or security interest 
(Section 7-209). If the precise 
amount of such advances made or of 
such liabilities incurred is, at the 
time of the issue of the receipt, un
known to the warehouseman or to his 
agent who issues it, a statement of the 

fact that advances have been made or 
liabilities incurred and the purpose 
thereof is sufficient. 

(3) A warehouseman may insert 
in his receipt any other terms which 
are not contrary to the provisions of 
this Act and do not impair his obliga
tion of delivery (Section 7--403) or 
his duty of care (Section 7-204). 
Any contrary provisions shall be in
effective. 

Section 7-203. Liability for Non
Receipt or Misdescription. 

A party to or purchaser for value 
in good faith of a document of title 
other than a bill of lading relying in 
either case upon the description there
in of the goods may recover from the 
issuer damages caused by the non
rereipt or misdescription of the goods, 
except to the extent that the docu
ment conspicuously indicates that the 
issuer does not know whether any 
part or all of the goods in fact were 
received or conform to the descrip
tion, as where the description is in 
terms of marks or labels or kind, 
quantity or condition, or the receipt 
or description is qualified by "con
tents, condition and quality un
known," 11 said to contain" or the like, 
if such indication be true, or the 
party or purchaser otherwise has 
notice. 

Section 7-204. Duty of Care; Con
tractual Limitation of Warehouse
man's Liability. 

( 1) A warehouseman is liable for 
damages for loss of or injury to the 
goods caused by his failure to exer
cise such care in i·egard to them as 
a reaonably careful man would ex
ercise under like circumstances but 
unless otherwise agreed he is not 
liable for damages which could not 
have been avoided by the exercise of 
such care. 

(2) Damages may be limited by a 
term in the warehouse receipt or stor
age agreement limiting the amount of 
liability in case of loss or damage, 
and setting forth a specific liability 
per article or item, or value per unit 
of weight, beyond which the ware
houseman shall not be liable; pro
vided, however, that such liability 
may on written request of the bailor 
at the time of signing such storage 
agi·eement or within a reasonable 
time after receipt of the warehouse 
receipt be increased on part or all 
of the goods thereunder, in which 
event increased rates may be charged 
based on such increased valuation, 
but that no such increase shall be 
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permitted contrary to a lawful limi- on reasonable notification to all per
tation of liability contained in the sons known to claim an interest in 
warehouseman's tariil', if any. No the goods. If the warehouseman after 
such limitation is effective with re- a reasonable effort is unable to sell 
spect to the warehouseman's liability the goods he may dispose of them in 
for conversion to his own use. any lawful manner and shall incur 

(3) Reasonable provisions as to no liability by reason of such dis
the time and manner of presenting position. 
claims and instituting actions based (4) The warehouseman must de
on the bailment may be included in liver the goods to any person entitled 
the warehouse receipt or tariff. to them under this Article upon due 

(4) This section does not impair demand made at anr. time prior to 
or repeal Texas Revised Civil Statutes sale or other disposition under this 
of 1925, Articles 5545 and 5546. section. 

Section 7-205. Title Under Ware- (5) The warehouseman may satis-
house Receipt Defeated in Certain fy his lien from the proceeds of any 
Cases. sale or disposition under this section 

A buyer in the ordinary course of but must hold the balance for de
business of fungible goods sold and livery on the demand of any person 
delivered by a warehouseman who is to whom he would have been bound 
also in the business of buying and to deliver the goods. 
selling such goods takes free of any Section 7-207. Goods Must Be Kept 
claim under a warehouse receipt even Separate; Fungible Goods. 
though it has been duly negotiated. (1) Unless the warehouse receipt 

Section 7-206. Termination of otherwise provides, a warehouseman 
Storage at Warehouseman's Option. must keep separate the goods cov-

(1) A warehouseman may on no- ered by each receipt so as to permit 
tifying the person on whose account at all times identification and delivery 
the goods are held and any other per- of those goods except that different 
son known to claim an interest in the lots of fungible goods may be com
goods require payment of any charges mingled. 
and removal of the goods from the (2) Fungible goods so commingled 
warehouse at the termination of the are owned in common by the persons 
period of storage fixed by the docu- entitled thereto and the warehouse
ment, or, if no period is fixed, within man is severally liable to each owner 
a stated period not less than thirty for that owner's share. Where because 
days after the notification. If the of overissue a mass of fungible goods 
goods are not removed before the date is insufficient to meet all the receipts 
specified in the notification, the ware- which the warehouseman has issued 
houseman may sell them in accord- against it, the persons entitled include 
ance with the provisions of the sec- all holders to whom overissued re
tion on enforcement of a warehouse- ceipts have been duly negotiated. 
man's lien (Section 7-210). Section 7-208. Altered Warehouse 

(2) If a warehouseman in good Receipts. 
faith believes that the goods are about Where a blank in a negotiable 
to deteriorate or decline in value to warehouse receipt has been filled in 
less than the amount of his lien without authority, a purchaser for 
within the time prescribed in subsec- value and without notice of the want 
tion (1) for notification, advertise- of authority may treat the insertion 
ment and sale, the warehouseman as authorized. Any other unauthorized 
may specify in the notification any alteration leaves any receipt enforce
reasonable shorter time for removal able against the issuer according 
of the goods and in ease the goods to its original tenor. 
are not removed, may sell them at Section 7-209. Lien of Warehouse-
public sale held not less than one man. 
week after a single advertisement or (1) (a) A warehouseman has a lien 
posting. against the bailor on the goods cov-

( 3) If as a result of a quality or ered by a warehouse receipt or on 
condition of the goods of which the the proceeds thereof in his posses
warehouseman had no notice at the sion for charges for storage or trans
time of deposit the goods are a haz- portation (including demurrage and 
ard to other porperty or to the ware- terminal charges), insurance, labor, 
house or to persons, the warehouse- or charges present or future in rela
man may sell the goods at public or tion to the goods, and for expenses 
private sale without advertisement necessary for preservation of the 
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goods or reasonably incurred in their 
sale pursuant to law. 

(b) If the person on whose account 
the goods are held is liable for like 
charges or expenses in relation to 
other goods whenever deposited and 
it is stated in the receipt that a lien 
is claimed for charges and expenses 
in relation to other goods, the ware
houseman also has a lien against him 
for such charges and expenses wheth
er or not the other goods have been 
deliyered by the warehouseman. But 
agamst a person to whom a negotiable 
warehouse receipt is duly negotiated 
a warehouseman's lien is limited to 
charges in an amount or at a rate 
specified on the receipt or if no 
charges are so specified then to a rea
sonable charge for storage of the 
goods covered by the receipt subse
quent to the date of the receipt. 

(2) The warehouseman may also 
reserve a security interest against the 
bailor for a nu>ximum amount speci
fied on the receipt for charges other 
than those specified in subsection 
(1), such as for money advanced and 
interest. Such a security interest is 
governed by the Article on Secured 
Transactions (Article 9). 

(3) A warehouseman's lien for 
charges and expenses under subsec
tion (1) or a security interest under 
subsection (2) is also effective against 
any person who so entrusted the bail
or with possession of the goods that 
a pledge of them by him to a good 
faith purchaser for value would have 
been valid but is not effective against 
a person as to whom the document 
confers no right in the goods covered 
by it under Section 7-503. However, 
the warehouseman's specific lien for 
charges and expenses under subsec
tion (1) (a) is effective against any 
security interest. If the warehouse
man learns of a perfected security in
terest owned by a person as to whom 
the document confers no right in the 
goods covered by it under Section 
7-503 against the goods and fails 
thereafter to give such secured party 
(Section 9-105) written notice of the 
accrued and unpaid charges and ex
penses at the time when they have 
accrued for between two and six 
months, then the warehouseman's 
specific lien under subsection (1) (a) 
is effective as against such secured 
party only with respect to unpaid 
charges and expenses which have ac
crued by the end of six months. 

( 4) A warehouseman loses his lien 
on any goods which he voluntarily de-

livers or which he unjustifiably re
fuses to deliver. 

Section 7-210. Enforcement of 
Warehouseman's Lien. 
. (1) Except as nrovided in subsec

tion (2), a warehouseman's lien may 
be enforced by public or private sale 
of th<: goods in block or in parcels, at 
any time or place and on any terms 
which are commercially i·easonable 
after notifying all persons known t~ 
claim an interest in the goods. Such 
notification must include a statement 
of the amount due, the nature of the 
proposed sale and the time and place 
of any public sale. The fact that a 
better price could have been obtained 
by a sale at a different time or in 
a different method from that selected 
by the warehouseman is not of itself 
sufficient to establish that the sale 
was not made in a commercially rea
sonable manner. If the warehouseman 
either sells the goods in the usual 
manner in any recognized market 
therefor, or if he sells at the price 
current in such market at the time 
of his sale, or if he has otherwise 
sold in conformity with commercially 
reasonable practices among dealers in 
the type of goods sold, he has sold 
in a commercially reasonable manner. 
A sale of more goods than apparently 
necessary to be offered to insure sat
isfaction of the obligation is not com
mercially reasonable except in cases 
covered by the preceding sentence. 

(2) A warehouseman's lien on goods 
other than goods stored by a mer
chant in the course of his business 
may be enforced only as follows: 

(a) All persons known to claim an 
interest in the goods must be notified. 

(b) The notification must be deliv
ered in person or sent by registered or 
certified letter to the last known ad
dress of any person to be notified. 

(c) The notification must include 
an itemized statement of the claim, 
a description of the goods subject to 
the lien, a demand for payment with
in a specified time not less than ten 
days after receipt of the notification, 
and a conspicuous statement that un
less the claim is paid within that 
time the goods will be advertised for 
sale and sold by auction at a specified 
time and place. 

(d) The sale must conform to the 
terms of the notification. 

( e) The sale must be held at the 
nearest suitable place to that where 
the goods are held or stored. 

(f) After the expiration of the t~me 
given in the notification, an advertise-
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ment of the sale must be published 
once a week for two weeks conaecu
th·ely in a newapaper of general cir
culation where the sale is to be held. 
The advertisement must include a de
scription of the goods, the name of 
the person on whose account they are 
being held, and the time and place of 
the sale. The sale must take place at 
leut fifteen days after the first publi
cation. If there is no newspaper of 
general circulation where the sale is 
to be held. the advertisement must be 
posted at least ten days before the 
sale in not less than six conspicuous 
places in the neighborhood of the pro
posed sale. 

(3) Before any sale pursuant to 
this section any person claiming a 
right in the goods may pay the 
amount necessary to satisfy the lien 
and the reasonable expenses incurred 
under this section. In that event the 
goods must not be sold. but must be 
retained by the warehouseman sub
ject to the terms of the receipt and 
this Article. 

( 4) The warehouseman may buy at 
any public sale pursuant to this stt
tion. 

( 5) A purchaser in good faith of 
goods sold to enforce a warehouse
man's lien takes the goods free of 
any rights of persons against whom 
the lien was valid, despite noncom
pliance by the warehouseman with the 
requirements of this section. 

(6) The warehouseman may satisfy 
his lien from the proceeds of any sale 
pursuant to this section but must 
hold the balance, if any, for delivery 
on demand to any person to whom 
he would have been bound to deliver 
the goods. 

(7) The rights provided by this sec
tion shall be in addition to all other 
rights allowed by law to a creditor 
against his debtor. 

(8) Where a lien is on goods stored 
by a merchant in the course of his 
business the lien may be enforced 
in accordance with either subsection 
(1) or (2). 

(9) The warehouseman is liable for 
damages caused by failure to com
ply with the requirements for sale 
under this section and in case of 
willful violation is liable for con
version. 

PART 3 
BILLS OF LADING; SPECIAL 

PROVISIONS 
Section 7-301. Liability for Non

Receipt or Misdescription; "Said to 

Contain"; "Shipper's Load and 
Count"; Improper Handliq. 

( 1 ) a conaiJrnee of a non-nego
tiable bill who bu 1rlven value in 
good faith or a holder to whom a ne
gotiable bill has been duly negotiat
ed relying in either case upon the de
scription therein of the goods, or 
upon the date therein shown, may re
cover from the issuer dama1a cauaed 
by the misdating of the bill or the 
non-receipt or misdescription of the 
goods, except to the extent that the 
document indicates that the Issuer 
does not know whether any part or 
all of the goods in fact -re received 
or conform to the description, 3ll 
where the description Is in terms of 
marks or labels or kind, quantity, or 
condition or the receipt or descrip
tion is qualified by "contents or con
dition of contents of packages un
known," "said to contain," "shipper's 
weight, load and count" or the like, 
if such indication be true. 

(2) When goods are loaded by an 
issuer who is a common carrier, the 
issuer must count the packages of 
goods if package freight and aacer
tain the kind and qaantitr, if bulk 
freight. In such cues 'shipper's 
-ight, load and count" or other 
words indicating that the deacription 
was made by the shipper are ineffec
tive except as to freight concealed 
by packages. 

(3) When bulk freight is loaded by 
a shipper who makes available to the 
issuer adequate facilities for weigh
ing such freight, an issuer who is a 
common carrier must ascertain the 
kind and quantity within a reasonable 
time after receiving the written re
quest of the shipper to do so. In such 
cases "shipper's -ight" or other 
words of like purport are ineffective. 

( 4) The issuer may by inserting in 
the bill the words "shipper's weight, 
load and count" or other words of 
like purport indicate that the goods 
were loaded by the shipper, and if 
such statement be true the issuer 
shall not be liable for damages caused 
by the improper loading. But their 
omission does not imnly liability for 
such damages. 

( 5) The shipper shall be deemed 
to have guaranteed to the issuer the 
accuracy at the time of shipment of 
the description, marka, labels, num
ber, kind, quantity, condition and 
weight, as furnished bl him; and the 
shipper shall indemnity the issuer 
against damage caused by inaccuracies 
in such particulars. The right of the 
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issuer to such indemnitv ~hall in no 
way limit his responsib-ilitv and lia
bility under the contract of carriage 
to any person other than the shipper. 

Section 7-302. Through Bills of 
Lading and Similar Documents. 

( 1) The issuer of a through bill of 
lading or ot~er document embodying 
an undertaking to be performed in 
part by persons acting as its agents 
or by connecting carriers is liable to 
anyone entitled to recover on the doc
ument for any breach by sue h other 
persons or by a connecting carrier of 
its obligation under the document but 
to the extent that the bill covers an 
undertaking to be performed overseas 
or in territory not contiguous to the 
continental United States or an under
taking including matters other than 
transportation this liability may be 
varied by agreement of the parties. 

(2) Where goods covered by a 
through bill of lading or other docu
ment embodying an undertaking to 
be performed in part by persons other 
than the issuer are received by any 
such person, he is subject "·ith re
spect to his own performance while 
the goods are in his possession to the 
obligation of the issuer. His obliga
tion is discharged by delivery of the 
goods to another such person pur
suant to the document, and does not 
include liability for breach by any 
other such persons or by the issuer. 

(3) The issuer of such through bill 
of lading or other document shall be 
entitled to recover from the connect
ing carrier or such other person in 
possession of the goods when the 
breach of the obligation under th•' 
document occurred, the amount it 
may be required to pay to anyone en
titled to recover on the document 
therefor, as may be evidenced by any 
receipt, judgment, or transcript 
thereof, and the amount of any ex
pense reasonably incutTed by it in 
defending any action brought by any
one entitled to recover on the docu
ment therefor. 

Section 7-303. Diversion; Recon
signment; Change of Instructions. 

(1) Unless the bill of lading other
wise provides, the carrier may de
liver the goods to a person or des
tination other than that stated in the 
bill or may otherwise dispose of the 
goods on instructions from 

(a) the holder of a negotiable bill; 
or 

(b) the consignor on a non-negoti
able bill notwithstanding contrary in
structions from the consignee; or 

( c) the consignee on a non-nego
tiable bill in the absence of contrnrv 
instructions from the consignor, if 
the goods ha,·e arri,•ed at the billerl 
destination or if the consignee is in 
possession of the bill; or 

( d) the consignee on a non-nego
tiable bill if he is entitled as against 
the consignor to dispose of thNn. 

(2) Unless such instructions are 
noted on a negotiable bill of lading, 
a person to whom the bill is duh· 
negotiated Can hoJd the baiieP ar
cording to the original terms. 

Section 7-304. Bills of Lading in 
a Set. 

( 1) Except where customary in 
overseas transportation, a bill of Jad
ing must not be issued in a set of 
parts. The issuer is liable for dam
ages caused by \~elation of this suh
section. 

(2) Where a bill of lading is law
fully drawn in a set of 1>arts. each 
of which is numbered and expres>ed 
to be valid only if the goods have not 
been delivered against any other part, 
the whole of the part.s constitute one 
bill. 

(3) Where a bill of lading is law
fully issued in a set of parts and 
different parts are negotiated to dif
fe1·ent persons, the title of the holder 
to whom the first due negotiation is 
made prevails as to both the docu
ment and the goods even though any 
later holder may have received the 
goods from the carrier in good faith 
and discharged the ca1Tier's obliga
tion by surrender of his part. 

( 4) Any person who negotiates or 
transfers a single part of a bill of 
lading drawn in a set is liable to hold
ers of that part as if it were the 
whole set. 

(5) The bailee is obliged to deliver 
in accordance with Part 4 of this Ar
ticle against the first presented part 
of a bill of lading lawfully drawn in 
a set. Such delivery discharges the 
bailee's obligation on the whole bill. 

Section 7-305. Destination Bills. 
(1) Instead of issuing a bill of 

Jading to the consignor at the place 
of shipment a carrier may at the r•'· 
quest of the consignor procure the 
bill to be issued at destination or at 
any other place designated in the re
quest. 

(2) Upon request of anyone en
titled as against the carrier to control 
the goods while in transit and on 
surrender of any outstanding bill of 
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lading or other receipt covering such 
goods, the issuer may procure a sub
stitute bill to be issued at any place 
designated in the request. 

Section 7-306. Altered Bills of 
Lading. 

An unauthorized alteration or fill
ing in of a blank in a bill of lading 
leaves the bill enforceable according 
to its original tenor. 

Section 7-307. Lien of Carrier. 
( 1) A carrier has a lien on the 

goods covered by a bill of lading for 
charges subsequent to the date of its 
receipt of the goods for storage or 
transportation (including demurrage 
and terminal charges) and for ex
penses necessary for preservation of 
the goods incident to their trans
portation or reasonably incurred in 
their sale pursuant to law. But 
against a purchaser for value of a ne
gotiable bill of lading a carrier's lien 
is limited to charges stated in the 
bill or the applicable tariffs, or if no 
charges are stated then to a reason
able charge. 

(2) A lien for charges and ex
penses under subsection ( 1) on goods 
which the carrier was required by 
law to receive for transportation is 
effective against the consignor or any 
person entitled to the goods unless 
the carrier had notice that the con
signor lacked authority to subject 
the goods to such charges and ex
penses. Any other lien under subsec
tion (1) is effective against the con
signor and any person who permitted 
the bailor to have control or posses
sion of the goods unless the carrier 
had notice that the bailor lacked such 
authority. 

(3) A earner loses his lien on any 
goods which he voluntarily delivers or 
which he unjustifiably refuses to de
liver. 

Section 7-308. Enforcement of 
Carrier's Lien. 

(1) A carrier's lien may be en
forced by public or private sale of 
the goods, in bloc or in parcels, at 
any time or place and on any terms 
which are commercially reasonable, 
after notifying all persons known to 
claim an interest in the goods. Such 
notification must include a statement 
of the amount due, the nature of the 
proposed sale and the time and place 
of any public sale. The fact that a 
better price could have been obtained 
by a sale at a different time or in a 
different method from that selected 

by the carrier is not of itself su8lcient 
to establish that the sale was not 
made in a commercially reasonable 
manner. If the carrier either sells the 
goods in the usual manner In any 
recognized market therefor or if he 
sells at the price current in such 
market at the time of his sale or if 
he has otherwise sold in conformity 
with commercially reasonable prac
tices among dealers in the type of 
goods sold he has sold in a commer
cially reasonable manner. A sale of 
more goods than apparently neces
sary to be offered to ensure satis
faction of the obligation is not com
mercially reasonable except in cases 
covered by the preceding sentence. 

(2) Before any sale plll'SU&nt to 
this section any person claiming a 
right in the goods may pay the 
amount necessary to satisfy the lien 
and the reasonable expensea incurred 
under this section. In that event the 
goods must not be sold, but must be 
retained by the carrier subject to 
the terms of the bill and this Article. 

(3) The carrier may buy at any 
public sale pursuant to this section. 

( 4) A purchaser in good faith of 
goods sold to enforce a carrier's lien 
takes the goods free of any rights of 
persons against whom the lien was 
valid, despite noncompliance by tlie 
carrier with the requirements of this 
section. 

( 6) The carrier may satisfy his lien 
from the proceeds of any sale pur
suant to this section but mut hold 
the balance, if any, for delivery on 
demand to any person to whom he 
would have been bound to deliver the 
goods. 

( 6) The rights provided by this 
section shall be in addition to all 
other rights allowed by law to a 
creditor against his debtor. 

(7) A carrier's lien may be en
forced in accordance with either sub
section ( 1) or the procedlm! set forth 
in subsection (2) of Section 7-210. 

( 8) The carrier is liable for dam
ages caused by failure to comply with 
the requirements for sale under this 
section and in case of willful violation 
is liable for conversion. 

Section 7-309. Duty of Care; Con
tractual Limitation of Carrier's Lia
bility. 

( 1) A carrier who iSBUes a bill of 
lading whether negotiable or non
negotiable must exercise the degree 
of care in relation to the goods which 



WEDNESDAY, MAY 19, 1965 1457 

a reasonably careful man would ex
ercise under like circumstances. This 
subsection does not repeal or change 
~ny. l:iw or rule of law which imposes 
hab1hty upon a common carrier for 
damages not caused by its negligence. 

(2) _Damages may be limited by a 
prov1s10n that the carrier's liability 
shall not exceed a value stated in the 
document if the carrier's rates are de
pendent upon value and the consignor 
by the carrier's tariff is afforded an 
opportunity to declare a higher value 
or a value as lawfully provided in 
the tariff, or where no tariff is filed he 
is otherwise advised of such oppor
tunity; but no such limitation is effec
tive with respect to the carrier's lia
bility for conversion to its own use. 

(3) Reasonable provisions as to the 
time and manner of presenting claims 
and instituting actions based on the 
shipment may be included in a bill of 
lading or tariff. 

PART 4 
WAREHOUSE RECEIPTS AND 

BILLS OF LADING: 
GENERAL OBLIGATIONS 

Section 7-401. Irregularities in 
Issue of Receipt or Bill or Conduct of 
Issuer. 

The obligations imposed by this Ar
ticle on an issuer apply to a docu
ment of title regardless of the fact 
that 

(a) the document may not comply 
with the requirements of this Article 
or of any other law or regulation re
garding its issue, form or content; or 

(b) the issuer may have violated 
laws regulating the conduct of his 
business; or 

( c) the goods covered by the docu
ment were owned by the bailee at the 
time the document was issued; or 

(d) the person issuing the docu
ment does not come within the defini
tion of warehouseman if it purports 
to be a warehouse receipt. 

Section 7-402. Duplicate Receipt 
or Bill; Overissue. 

Neither a duplicate nor any other 
document of title purporting to cover 
goods already represented by an out
standing document of the same issuer 
confers any right in the goods, ex
cept as provided in the case of bills 
in a set, overissue of documents for 
fungible goods and substitutes for 
lost, stolen or destroyed documents. 
But the issuer is liable for damages 
caused by his overissue or failure to 

identify a duplicate document as such 
by conspicuous notation on its face. 

Section 7-403. Obligation of Ware
houseman or Carrier to Deliver; Ex
cuse. 

( 1) The bailee must deliver the 
goods to a person entitled under the 
document who complies with subsec
tions (2) and (3), unless and to the 
extent that the bailee establishes any 
of the following: 

(a) delivery of the goods to a per
son whose receipt was rightful as 
against the claimant; 

( b) ~amage to or delay, loss or 
destruction of the goods for which 
the bailee is not liable, but the bur
den of establishing negligence in case 
of damage or destruction by fire is 
on the person entitled under the doc
ument; 
. ( c) previous sale or other disposi

tion of the goods in lawful enforce
ment of a lien or on warehouseman's 
lawful termination of storage; 

( d) the exercise by a seller of his 
right to stop delivery pursuant to the 
provisions of the Article on Sales 
(Section 2-705); 

( e) a diversion, reconsignment or 
other disposition pu1·suant to the pro
visions of this Article (Section 7-
303) or tariff regulating such right; 

(f) release, satisfaction or any oth
er fact affording a personal defense 
against the claimant; 

(g) any other lawful excuse. 
( 2) A person claiming goods cov

ered by a document of title must sat
isfy the bailee's lien where the bailee 
so requests or where the bailee is pro
hibited by law from delivering the 
goods until the charges are paid. 

( 3) Unless the person claiming is 
one against whom the document con
fers no right under Sec. 7-503 ( 1), 
he must surrender for cancellation or 
notation of partial deliveries any out
standing negotiable document cover
ing the goods, and the bailee must 
cancel the document or conspicuously 
note the partial delivery thereon or 
be liable to any person to whom the 
document is duly negotiated. 

( 4) "Person entitled under the doc
ument" means holder in the case of a 
negotiable document, or tile person to 
whom delivery is to be made by the 
terms of or pursuant to written in
structions under a non-negotiable doc
ument. 

Section 7-404. No Liability for 
Good Faith Delivery Pursuant to Re
ceipt or Bill. 

A bailee who in good faith includ-
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ing observance of reasonable commer
cial standards has received' goods and 
delivered or otherwise disposed of 
them according to the terms of the 
document of title or pursuant to this 
Article is not liable therefor. This 
rule applies even though the person 
from whom he received the goods had 
no authority to procure the document 
or to dispose of the goods and even 
though the person to whom he deliv
ered the goods had no authority to 
receive them. 

PART 5 
WAREHOUSE RECEIPTS AND 

BILLS OF LADING: 
NEGOTIATION AND TRANSFER 

Section 7-501. Form of Negotia
tion and Requirements of "Due Ne
gotiation.'1 

(1) A negotiable document of title 
running to the order of a named per
son is negotiated by his indorsement 
and delivery. After his indorsement 
in blank or to bearer any person can 
negotiate it by delivery alone. 

(2) (a) A negotiable document of 
title is also negotiated by d'elivery 
alone when by its original terms it 
runs to bearer. 

(b) When a document running to 
the order of a named person is de
livered to him the effect is the same 
as if the document had been nego
tiated. 

( 3) Negotiation of a negotiable 
document of title after it has been 
indorsed to a specified person requires 
indorsement by the special indorsee 
as well as delivery. 

( 4) A negotiable document of title 
is "duly negotiated" when it is nego
tiated in the manner stated in this 
section to a holder who purchases it in 
good faith without notice of any de
fense against or claim to it on the 
pa rt of any person and for value, 
unless it is established that the nego
tiation is not in the regular course of 
business or financing or involves re
ceiving the document in settlement or 
payment of a money obligation. 

(5) Indorsement of a non-negotia
ble document neither makes it nego
tiable nor adds to the transferee's 
rights. 

(6) The naming in a negotiable bill 
of a person to be notified' of the ar
rival of the goods does not limit the 
negotiability of the bill nor constitute 
notice to a purchaser thereof of any 
interest of such person in the goods. 

Section 7-502. Rights Acquired by 
Due Negotiation. 

( 1) Subject to the following section 
and to the provisions of Section 7-
205 on fungible goods, a holder to 
whom a negotiable document of title 
has been duly negotiated acquires 
thereby: 

(a) ti tie to the document; 
( b) title to the goods; 
( c) All rights accruing under the 

law of agency or estoppel, including 
rights to goods delivered to the bailee 
after the document was issued; and 

( d) the direct obligation of the is
suer to hold or deliver the goods ac
cording to the terms of the document 
free of any defense or claim by him 
except those arising under the terms 
of the document or under this Article. 
In the case of a delivery order the 
bailee's obligation accrues only upon 
acceptance and the obligation ac
quired by the holder is that the issuer 
and any indorser will procure the ac
ceptance of the bailee. 

( 2) Subject to the following sec
tion, title and rights so acquired are 
not defeated by any stoppage of the 
goods represented by the document or 
by surrender of such goods by the 
bailee, and are not impaired even 
though the negotiation or any prior 
negotiation constituted a breach of 
duty or even though any person has 
been deprived of possession of the 
document by misrepresentation, fraud, 
accident, mistake, duress, loss, theft 
or conversion, or even though a pre
vious sale or other transfer of the 
goods or document has been made to 
a thh'd person. 

Section 7-503. Document of Title 
to Goods Defeated in Certain Cases. 

( 1) A document of title confers no 
right in goods against a person who 
before issuance of the document had a 
legal interest or a perfected security 
interest in them and who neither 

(a) delivered or entrusted them or 
any document of title coverilll{ them 
to the bailor or his nominee with ac
tual or apparent authority to ship, 
store or sell or with power to obtain 
delivery under this Article (Section 
7-403) or with power of disposition 
under this Act (Sections 2-403 and 
9-307) or other statute or rule of 
law; nor 

(b) acquiesced in the procurement 
by the bailor or his nominee of any 
document of title. 

(2) Title to goods based upon an 
unaccepted delivery order is subject 
to the rights of anyone to whom a 
negotiable warehouse receipt or bill 
of lading covering the goods has been 
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duly negotiated. Such a title may be 
defeated under the next section to the 
same extent as the rights of the is
suer or a transferee from the issuer 

(3) _Titl_e to goods based upon a bili 
of lading issued to a freight forward
er is subject to the rights of anyone 
to whom a bill issued by the freight 
fo1-warder is duly negotiated; but de
livery by the carrier in accordance 
with Part 4 ~f this Article pursuant 
to its own bill of lading discharges 
the carrier's obligation to delh·Pr. 

Section 7-504. Rights Acquired in 
the Absence of Due Negotiation· Ef
fect of Diversion; Seller's Stoppage 
of Delivery. 

( 1) A transferee of a document 
whether negotiable or non-negotiable' 
to whom the document has been de: 
livered but not duly negotiated ac
quires the title and rights which his 
transferor had or had actual author
ity to convey. 

(2) In the case of a non-negotiable 
document, until but not after the 
bailee receives notification of the 
transfer, the rights of the transferee 
may be defeated 

(a) by those creditors of the trans
feror who could treat the sale as void 
under Section 2-402; or 

( b) by a buyer from the transferor 
in ordinary course of business if the 
bailee has delivered the goods to the 
buyer or received notification of his 
rights; or 

.< c) as !'-gain st the bailee by good 
faith dealings of the bailee with the 
transferor. 

(3) A diversion or other change of 
shipping instructions by the consignor 
in a non-negotiable bill of lading 
which causes the bailee not to deliver 
to the consignee defeats the con
signee's title to the goods if they have 
been delivered to a buyer in ordinary 
course of business and in any event 
defeats the consignee's rights against 
the bailee. 

( 4) Delivery pursuant to a non
negotiable document may be stopped 
by a seller under Section 2-705, and 
subject to the requirement of due no
tification there provided. A bailee 
honoring the seller's instructions is 
entitled to be indemnified by the seller 
against any resulting loss or expense. 

Section 7-505. lndorser Not a 
Guarantor for Other Parties. 

The indorsement of a document of 
title issued by a bailee does not make 
the indorser liable for any default by 
the bailee or by previous indorsers. 

Section 7-506. Delivery Without 

Indorsement: Right to Compel In
dorsement. 

The transferee of a negotiable doc
ument of title bas a specifically en
forceable right to have his transferor 
supply any necessary indorsemeut but 
the transfer becomes a negotiation 
only as of the time the indorsement 
is supplied. 

Section 7-507. Warrnnties on Ne
~·m.ation or Transfer of Receipt or 

Where a person negotiates or 
transfers a document of title for value 
otherwise than as a mere int.erme
diary under the next following sec
tion, then unless otherwise agreed he 
warrants to his immediate purchaser 
only in addition to any warranty 
made in selling the goods 
an~a) that the document is genuine; 

(b) that he has no knowledge of 
any fact which would impair its va
lidity or worth; and 

( c) that his negotiation or transfer 
is rightful and fully effective with 
respect to the title to the document 
and the goods it represents. 

Section 7-508. Warranties of Col
lecting Bank as to Documents. 

A collecting bank or other inter
mediary known to be entrusted with 
documents on behalf of another or 
with collection of a draft or other 
claim against delivery of documents 
warrants by such delivery of the doc
uments only its own good faith and 
authority. This rule applies even 
though the intermediary has pur
chased or made advances against the 
claim or draft to be collected. 

Section 7-509. Receipt or Bill: 
When Adequate Compliance With 
Commercial Contract. 

The question whether a document 
is adequate to fulfill the obligations 
of a contract for sale or the condi
tions of a credit is governed by the 
Articles on Sales (Article 2) and on 
Letters of Credit (Article 5). 

PART 6 
WAREHOUSE RECEIPTS AND 

BILLS OF LADING: 
MISCELLANEOUS PROVISIONS 

Section 7-601. Lost and Missing 
Documents. 

(1) If a document has been lost, 
stolen or destroyed, a court may order 
delivery of the goods or issuance of a 
substitute document and the bailee 
may without liability to any person 
comply with such order. If the docn-
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ment was negotiable the claimant 
must post security approved by the 
court to indemnify any person who 
may suffer loss as a result of non
surrender of the document. If the 
document was not negotiable, such se
curity may be required at the discre
tion of the court. The court may also 
in its discretion order payment of the 
bailee's reasonable costs and counsel 
fees. 

(2) A bailee who without court or
der delivers goods to a person claim
ing under a missing negotiable docu
ment is liable to any person injured 
thereby, and if the delivery is not in 
good faith becomes liable for conver
sion. Delivery in good faith is not con
version if made in accordance with a 
filed classification or tariff or, where 
no classification or tariff is filed, if 
the claimant posts security with the 
bailee in an amount at least double 
the value of the good's at the time of 
posting to indemnify any person in
jured by the delivery who files a no
tice of claim within one year after 
the delivery, 

Section 7--ao2. Attachment of 
Goods Covered by a Negotiable Docu
ment. 

Except where the document was 
originally issued upon delivery of the 
goods by a person who had no power 
to dispose of them, no lien attaches 
by virtue of any judicial process to 
goods in the possession of a bailee for 
which a negotiable document of title 
is outstanding unless the document 
be fi rat surrendered to the bailee or 
its negotiation enjoined, and the 
bailee shall not be compelled to de
liver the goods pursuant to process 
until the document is surrendered to 
him or impounded by the court. One 
who purchases the document for value 
without notice of the process or in
junction takes free of the lien imposed 
by judicial process. 

Section 7--a03. Conflicting Claims; 
Interpleader. 

If more than one person claims title 
or possession of the goods, the bailee 
is excused from delivery until he has 
had a reasonable time to ascertain the 
validity of the adverse claims or to 
bring an action to compel all claim
ants to interplead and may compel 
such interpleader, either in defending 
an action for non-delivery of the 
goods, or by original action, which
ever is appropriate. 

ARTICLE 8 
INVESTMENT SECURITIES 

PART 1 
SHORT TITLE AND GENERAL 

MATTERS 
Section 8-101. Short Title. 
This Article shall be known and 

may be cited as Uniform Commercial 
Code-Investment Securities. 

Section 8-102. Definitions and In
dex of Definitions. 

( 1) In this Article unless the con
text otherwise requires 

(a) A "security'' is an instrument 
which 

( i) is issued in bearer or registered 
form; and 

(ii) is of a type commonly dealt in 
upon securities exchanges or markets 
or commonly recognized in any area 
in which it is issued or dealt in as 
a medium for investment; and 

(iii) is either one of a class or 
series or by its terms is divisible into 
a class or series of instruments; and 

(iv) evidences a share, participa
tion or other interest in property or 
in an enterprise or evidences an obli
gation of the issuer. 

(b) A writing which is a security 
is governed by this Article and not 
by Uniform Commercial Code-Com
mercial Paper even though it also 
meets the requirements of that Ar
ticle. This Article does not apply to 
money. 

(c) A security is in "registered 
form" when it specifies a person en
titled to the security or to the rights 
it evidences and when its transfer 
may be registered upon books main
tained for that purpose by or on be
half of an issuer or the security so 
states. 

( d) A security is in "bearer form" 
when it runs to bearer aceording to 
its terms and not by reason of any 
indorsement. 

(2) A "subsequent purchaser'' is a 
person who takes other than by orig-
inal issue. . 

(3) A "clearing corporation" is a 
corporation all of the capital stock 
of which is held by or for a national 
securities exchange or association reg
istered under a statute al the United 
States such as the Securities Ex
change Act of 1984. 

(4) A "custodian bank" is any 
bank or trust company which is su
pervised and examined by state or 
federal authority having supervision 
over banks and which is acting as 
custodian for a clearing corporation. 



WED:-IESDA Y, MAY 19, 1965 1-161 

(5) Other definitions applring to 1 (cl when signatures are admitted 
this Article or to specified Parts or established production of the in
thereof and the sections in which thev 1 strument entitle:; a holder to recover 
appear are: · : on it unle"3 the defendant establishe• 

"Adverse claim." Section 8-301 I a defense or a defect going to the 
"Bona fide purchaser." Section S-: mlidity of the security; and 

302. I (dl after it is shown that a de-
"Broker." Section ~lO:l. fonse or defect exists the plaintiff 
"Guarantee of the signature." Sec- has the burden of establishing that 

tion 8--402. he or some pernon under whom he 
"Intermediary bank." Section 4-1 claims is a person against whom the 

105. 'I defense or defect is ineffecti\·e (Sec-
"lssuer." Section 8-201. tion 8-202). 
"Overissue.''. _Section. 8-104. . I Section 8-106. Applicahility 
(6) In addition Article 1 contains The validitv of a securitv and th•' 

general 4efinitions . and princ~ples of rights and duties of the issuer with 
co.nstruct1on and mt-:rpret":tion ap- I respect to registration of transfer are 
pbeabl!' throughout this ,Art1.cle. governed by the law (includinl!' the 

Sec~1on 8-103. Issuers. Lien. I conflict of laws rules) of the jurisdic-
A hen upon a secunty m favor of I tion of organization of the issuer. 

an issuer there?f it \•alid against. a: Section 8-107. Securities Deli,·er
purchaser only_ if t~e right of the_ 1s- able; Action for Price. 
suer to sueh hen _is noted consp1cu-, ( 1) Unless otherwise agreed and 
ously '!n the security. . ~subject to any applicable law or reg
" Sec~1on 8;;-104. Effect of Ovenssue; I ulation respecting short sales. a per-

Overissue. . . . . son obligated to deliver securitirs may 
(1) Thi; prov1s10ns of this Article deliver any security of the specified 

~vh1~h validate . a security or compel I issue in bearer forn1 or registered in 
its issue or reissue. do _not '.'-PPlY to the name of the transferee or in
th!' extent that vah.dat10n._ issue or dorsed to him or in blank. 
reissue. would. resu~t m over~ssue; ~ut (2) When the buyer fails to pay 

(a) if an 1d~nbcal secuntf whic_h the price as it comes due under a 
does not eonst1tute an ovenssue is contract of sale the seller mav recov-
reasonably. availabl!' for purcha_se, !he er the price · 
person entitled to issue or validation (a) of securities accepted by the 
may coi:npel the issuer t? purch":5e buyer; and 
and. deliver such a secunty t? h1i:n (b) of other securities if efforts at 
agamst. surrender of the security, if their resale would be unduly burden
any, w~1eh he hot4s; o'!' . some or if there is no readily aYail-

(b) 1f a security 1s not so aya1l- able market for their resale. 
abl~ for pureha~, t~e person entitled p ART 2 to issue or vahdat1on may recover _ 
from the issuer the price he or the ISSUE-ISSLER 
last purchaser for \•alue paid for it Section 8-201. "Issuer.'' 
with interest from the date of his (1) With respect to obligations on 
demand. or defenses to a security "issuer" in-

(2) "Overissue" means the issue eludes a person who 
of securities in excess of the amount (a) places or authorizes the plac
which the issuer has corporate power ing of his name on a security (other
to issue. wise than as authenticating trustee, 

Section 8-105. Securities Nego- 1 registrar, transfer agent or the like) 
tiable; Presumptions. 1 to evidence that it represents a share, 

(1) Securities governed by this Ar- participation or other inter~st in his 
ticle are negotiable instruments. property or in an enterpnse or to 

( 2) In any action on a security evidence his duty to perform :in ob-
(a) unless specifically denied in the ligation _evidenced br ~e secunty; or 

pleadings, each signature on the se- (b) dire<;tlY or "!di~tl)'_ creates 
curity or in a necessary indorsement fractional interests m his rights or 
is admitted· property which fractional interests 

( b) whe,; the effectiveness of a sig- are evidenced by secw;ities; or . 
nature is put in issue the burden of (c) becomes respollSlble for o~ m 
establishing it is on the party cla~- place ~f any. othe_r pel"'."n desenbed 
ing under the signature but the s1g-, as an 1ss!'er m this sectioi:i. . 
nature is presumed to be genuine or [ ( 2) With respect t~ obligations on 
authorized; or defenses to a secunty a guarantor 
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is an issuer to the extent of his guar- be construed to affect the right of a 
anty whether or not his obligation is party to a "when, as and if issued" 
noted on the security. or a "when distributed" contract to 

(3) With respect to registration of cancel. the contrac;t in the event of a 
transfer {Part 4 of this Article) "is- matenal change in the character of 
suer" means a person on whose be- the security whic~ is the subject of 
half transfer books are maintained. the contract or in the pl~ or ar-

Section 8-202. Issuer's Responsi- rangi:mel}t purs~ant to w~~ such 
bility and Defenses; Notice of Defect securit.y is to be issued or distnbu~ 
or Defense. Section 8-203. Staleness as Notice 

{l) Even against a purchaser for of Defects or Defenses. 
value and without notice, the terms (1) After an act or event which 
of a security include those stated on creates a right to immediate perform
the security and those made part of ance of the princinal obligation evi
the security by reference to another denced by the security or which sets 
instrument, indenture or document or a date on or after which the security 
to a constitution, statute, ordinance, is to be presented or surrendered 
rule, regulation, order or the like to for redemption or exchange, a pur
the extent that the terms so referred chaser is charged with notice of any 
to do not conflict with the stated defect in its issue or defense of the 
terms. Such a reference does not of issuer 
itself charge a purchaser for value (a) if the act or event is one re
with notice of a defect going to the quiring the payment of money or the 
validity of the security even though delivery of securities or both on pre
the security expressly states that a sentation or surrender of the secur
person accepting it admits such ity and such funds or securities are 
notice. available on the date set for the pay-

(2) {a) A security other than one ment or exchange and he takes the 
issued by a government or govern- security more than one year after 
mental agency or unit even though that date; and 
i~s?ed.with.a ~efect going to its va- (b) if the act or event is not cov
hdity is valid m the haD;ds of a p~r- ered by paragraph (a) and he takes 
chaser for value and without notice the security more than two years 
of the particular defect unless the de- after the date set for surrender ·or 
f!'ct involve.a. a vi?lation. of constitu- presentation or the date on which 
tiona~ pr!>visio'!-s !n which case the such performance became due. 
secunty is vahd m the hands of a (2) A call which has been revoked 
subsequent purchaser for value and is not within subsection (1). 
without notice of the defect. Section 8-204. Eft'ect ot Issuer's 

(b) The rule of subparagraph (a) Restrictions on Transfer. 
applies to an issuer which is a gov- Unless noted conspicuously on the 
ernment or governmental agency or security a restriction on transfer im
unit only if either there has been posed by the issuer even thoulfh oth
substantial compliance with the legal erwise lawful is inelfective except 
requirements governing the issue or against a person with actual knowl
the issuer has received a substantial edge of it. 
consideration for the issue as a whole Section 8-205. Eft'ect of Unauthor-
or for the particular security and a ized Signature on Issue. 
stated purpose of the issue is one for An unauthorized silfll&ture placed 
which the issuer has power to borrow on a security prior to or in the course 
money or issue the security. of issue is ineffective except that the 

( 3) Except as otherwise provided signature is effective in favor of a 
in the case of certain unauthorized purchaser for value and without notice 
signatures on issue (Section 8-205), of the lack of authority if the sign
lack of genuineness of a security is ing has been done by 
a complete defense even against a (a) an authenticating trustee, reg
purchaser for value and without istrar, transfer agent or other person 
notice. entrusted by the issuer with the sign-

( 4) All other defenses of the is- ing of the security or of similar 
suer including nondelivery and con- securities or their immediate prepara-
ditional delivery of the security are tion for signing; or . 
ineffective against a purchaser for (b) an employee of the lSsuer or 
value who has taken without notice of of any of the foregoing entrusted 
the particular defense. with responsible handling of the se-

( 5) Nothing in this section shall curity. 
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Section 8-206. Completion or Al
teration of Instrument. 

(1) Where a security contains the 
signatures necessary to its issue or 
transfer but is incomplete in any other 
respect 

(a) any person may complete it by 
filling in the blanks as authorized; 
and 

(b) even though the blanks are in
correctly filled in, the security as com
pleted is enforceable by a purchaser 
who took it for value and without 
notice of such incorrectness. 

(2) A complete security which has 
been improperly altered even though 
fraudulently remains enforceable but 
only according to its original terms. 

Section 8-207. Rights of Issuer 
With Respect to Registered Owners. 

(1) Prior to due presentment for 
registration of transfer of a security 
in registered form the issuer or in
denture trustee may treat the regis
tered owner as to the person exclu
sively entitled to vote, to receive no
tifications and otherwise to exercise 
all the rights and powers of an owner. 

(2) Nothing in this Article shall 
be construed to affect the liability of 
the registered owner of a security for 
calls, assessments or the like. 

Section 8-208. Effect of Signature 
of Authenticating Trustee, Registrar 
or Transfer Agent. 

( 1) A person placing his signature 
upon a security as authenticating 
trustee, registrar, transfer agent or 
the like warrants to a purchaser for 
value without notice of the particular 
defect that 

(a) the security is genuine; and 
(b) his gwn participation in the 

issue of the security is within his 
capacity and within the scope of the 
authorization received by him from 
the issuer; and 

( c) he has reasonable grounds to be
lieve that the security is in the form 
and within the amount the issuer is 
authorized to issue. 

(2) Unless otherwise agreed, a per
son by so placing his signature does 
not assume :responsibility for the va
lidity of the security in other re
spects. 

PART 3 
PURCHASE 

Section 8-301. Rights Acquired by 
Purchaser; "Adverse Claim"; Title 
Acquired by Bona Fide Purchaser. 

(1) Upon delivery of a security the 
purchaser acquires the rights in the 

security which his transferor had or 
had actual authority to convey except 
that a purchaser who has himself 
been a party to any fraud or illegal
ity affecting the security or who as 
a prior holder had notice of an ad
verse claim cannot improve his po
sition by taking from a later bona 
fide purchaser. "Adverse claim" in
cludes a claim that a transfer was or 
would be wrongful or that a partic
ular adverse person is the owner of 
or has an interest in .the security. 

(2) A bona fide purchaser in addi
tion to acquiring the rights of a 
purchaser also acquires the security 
free of any adverse claim. 

(3) A purchaser of a limited inter
est acquires rights only to the ex
tent of the interest purchased. 

Section 8-302. "Bona Fide Pur
chaser." 

A "bona fide purchaser" is a pur
chaser for value in good faith and 
without notice of any adverse claim 
who takes delivery of a security in 
bearer form or of one in registered 
form issued to him or indorsed to 
him or in blank. 

Section 8-303. "Broker." 
"Broker" means a person engaged 

for all or part of his time in the busi
ness of buying and selling secm;ties, 
who in the transaction concerned 
acts for, or buys a security from or 
sells a secm;ty to a customer. Noth
ing in this Article determines the ca
pacity in which a person acts for pur
poses of any other statute or rule to 
which such person is subject. 

Section 8-304. Notice to Purchaser 
of Adverse Claims. 

(1) A purchaser (including a brok
er for the seller or buyer but exclud
ing an intermediary bank) of a se
curity is charged with notice of ad
verse claims if 

(a) the security whether in bearer 
or registered form has been indorsed 
"for collection" or "for surrender" or 
for some other purpose not involving 
transfer; or 

(b) the security is in bearer form 
and has on it an unambiguous state
ment that it is the property of a per
son other than the transferor. The 
mere writing of a name on a security 
is not such a statement. 

(2) The fact that the purchaser (in
cluding a broker for the seller or buy
er) has notice that the security is held 
for a third person or is registered in 
the name of or indorsed by a fidu-
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ciary does not create a duty of inquiry 
into the rightfulness of the transfer 
or constitute notice of adverse claims. 
If, however, the purchaser (excluding 
an intermediary bank) has knowledge 
that the proceeds are being used or 
that the transaction is for the indi
vidual benefit of the fiduciary or oth
erwise in breach of duty, the purchas
er is charged with notice of adverse 
claims. 

Section 8---.'305. Staleness as Notice 
of Adverse Claims. 

An act or event which creates a 
right to immediate performance of 
the principal obligation evidenced by 
the security or which sets a date on 
or after which the security is to be 
presented or surrendered for redemp
tion or exchange does not of itself 
constitute any notice of adverse claims 
except in the case of a purchase 

(a) after one year from any date 
set for such presentment or surrender 
for redemption or exchange; or 

(b) after six months from any date 
set for payment of money against 
presentation or surrender of the se
curity if funds are available for pay
ment on that date. 

Section 8--806. Warranties on Pre
sentment and Transfer. 

( 1) A person who presents a secur
ity for registration of transfer or for 
payment or exchange warrants to the 
issuer that he is entitled to the reg
istration, payment or exchange. But 
a purchaser for value without notice 
of adverse claims who receives a 
new, reissued or re-registered security 
on registration of transfer warrants 
only that he has no knowledge of any 
unauthorized signature (Section 8--
311) in a necessary indorsement. 

(2) A person by transferring a se
curity to a purchaser for value war
rants only that 

(a) his transfer is effective and 
rightful; and 

(b) the security is genuine and has 
not been materially altered; and 

(c) he knows no fact which might 
impair the validity of the security. 

(3) Where a security is delivered 
by an intermediary known to be en
trusted with delivery of the security 
on behalf of another or with collec
tion of a draft or other claim against 
such delivery, the intermediary by 
such delivery warrants only his own 
good faith and authority even though 
he has purchased or made advances 
against the claim to be collected 
against the delivery. 

(4) A pledgee or other holder for 
security who redelivers the security 
received, or after payment and on 
order of the debtor delivers that se
curity to a third person makes only 
the warranties of an intermediary 
under subsection ( 3). 

( 5) A broker gives to his customer 
and to the issuer and a purchaser 
the warranties provided in this sec
tion and has the rights and privi
leges of a purchaser under this sec
tion. The warranties of and in favor 
of the broker acting as an agent are in 
addition to applicable warranties given 
by and in favor of his cuatomer. 

Section 8-307. Effect of Delivery 
Without Indorsement; Right to Com
pel Indorsement. 

Where a security in registered form 
has been delivered to a purchaser 
without a necessary indorsement he 
may become a bona fide purchaser 
only as of the time the indorsement 
is supplied, but against the trans
feror the transfer is complete upon 
delivery and the ptm!haser has a 
specifically enforceable right to have 
any necessary indorsement supplied. 

Section 8-308. lndorsement, How 
Made; Special Indorsement; Indorser 
Not a Guarantor; Partial Assignment. 

( 1) An indorsement of a security 
in registered form is made when an 
appropriate person aigns on it or on 
a separate document an asaignment 
or transfer of the security or a power 
to assign or transfer it or wheD the 
signature of such person is written 
without more upon the back of the 
security. 

(2) An indorsement JD&y be in 
blank or special. An indorsement in 
blank includes an indorsement t.o 
bearer. A special indorsement speci
fies the person to whom the security 
is to be transferred, or who has 
power to transfer it. A holder may 
convert a blank indorsement into a 
special indorsement. 

(3) "An appropriate person" in 
subsection ( 1) means 

(a) the person specified by the se
curity or by special indorsement t.o 
be entitled to the security; or 

(b) where the person so specified 
is described as a fiduciary but is no 
longer serving in the described ca
pacity ,--either that person or his 
successor; or 

( c) where the security or indorse
ment so specifies more than one per
son as fiduciaries and one or more 
are no longer serving in the described 
capacity,-the remaining fiduciary or 
fiduciaries, whether or not a succes-
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sor has been appointed or qualified; 
or 

( d) where the person so specified is 
an individual and is without capacity 
to act by virtue of death, incompe
tency, infancy or otherwise -his ex
ecutor, administrator, gua~·dian or 
like fiduciary; or 

(e) where the security or indorse
ment so specifies more than one per
son as tenants by the entirety or 
with right of survivorship and hy 
reason of death all cannot sign,-the 
survivor or survivors; or 

(f) a person having power to sign 
under applicable laws or controlling 
instrument; or 

(g) to the extent that any of the 
foregoing persons may act through 
an agent,-his authorized agent. 

(4) Unless otherwise agreed the 
indorser by his indorsement assumes 
no obligation that the security will 
be honored by the issuer. 

(5) An indorsement purporting to 
be only of part of a security repre
senting units intended by the issuer 
to be separately transferable is effec
tive to the extent of the indorsement. 

(6) Whether the person signing is 
appropriate is determined as of the 
date of signing and an indorsement 
by such a person does not become un
authorized for the purposes of this 
Article by virtue of any subsequent 
change of circumstances. 

(7) Failure of a fiduciary to com
ply with a controlling instrument 
or with the law of the state having 
jurisdiction of the fiduciary relation
ship, including any law requiring the 
fiduciary to obtain court approval of 
the transfer, does not render his in
dorsement unauthorized for the pur
poses of this Article. 

Section 8-309. Effect of Indorse
ment Without Delivery. 

An indorsement of a security 
whether special or in blank does not 
constitute a transfer until delivery of 
the security on which it appears or 
if the indorsement is on a separate 
document until delivery of both the 
document and the security. 

Section 8-310. Indorsement of Se
curity in Bearer Form. 

An indorsement of a securily in 
bearer form may give notice of ad
verse claims (Section 8-304) but 
does not otherwise affect any right to 
registration the holder may possess. 

Section 8-311. Effect of Unauthor
ized Indorsement. 

Unless the owner has ratified an 
unauthorized indorsement or is oth-

!'rwise .Precluded from asserting its 
ineffectiveness 

(a) he may assert its ineffective
ness against the issuer or any pur
chaser other than a purchaser for 
value and without notice of adverse 
claims who has in good faith received 
a new, reissued or re-registered se
~~dity on registration of transfer; 

(b) an issuer who registers the 
transf~r of. a security upon the un
~ut~~r1zed md~rsement is subject to 
hab1hty for Improper registration 
(Section 8-404). 

Section 8-312. Effect of Guarantee
ing Signature or Indorsement. 

(1) Any person guaranteeing a sig
nature of an indorser of a security 
warrants t~at at the time of signing 

(a) the signature was genuine; and 
(b) the signer was an appropriate 

person to indorse (Section 8-----,'308); 
and 
. ( c) the signer had legal capacity to 

sign. 
But the guarantor does not otherwise 
warrant the rightfulness of the par
ticular transfer. 

(2) Any person may guarantee an 
indorsement of a security and by so 
doing warrants not only the signa
ture (subsection 1) but also the 
rightfulness of the particular transfer 
in all aspects. But no issuer may re
quire a guarantee of indorsement as 
a condition to registration of trans
fer. 

( 3) The foregoing warranties are 
made to any person taking or dealing 
with the security in reliance on the 
guarantee and the guarantor is liable 
to such person for any loss resulting 
from breach of the warranties. 

Section 8-313. When Delivery to 
the Purchaser Occurs; Purchaser's 
Broker as Holder. 

( 1) Delivery to a purchaser occurs 
when 

(a) he or a person designated by 
him acquires possession of a security; 
or 

(b) his broker acquires possession 
of a security specially indorsed to or 
issued in the name of the purchaser; 
or 

( c) his broker sends him confirma
tion of the purchase and also by book 
entry or otherwise identifies a specific 
security in the broker's possession as 
belonging to the purchaser; or 

( d) with respect to an identified 
security to be delivered while still in 
the possession of a third person when 
that person acknowledges that he 
holds for the purchaser; or 
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( e) appropriate entries on thei 
books of a clearing corporation are 
made under Section 8-320. 

(2) The purchaser is the owner of a 
security held for him by his broker, 
but is not the holder except as spe
cified in subparagraphs (b), (c) and 
(e) of subsection (1). Where a se
curity is part of a fungible bulk the 
purchaser is the owner of a propor
tionate property interest in the fun
gible bulk. 

(3) Notice of an adverse claim re
ceived by the broker or by the pur
chaser after the broker takes deliv
ery as a holder for value is not ef
fective either as to the broker or as 
to the purchaser. However, as be
tween the broker and the purchaser 
the purchaser may demand delivery 
of an equivalent security as to which 
no notice of an adverse claim has 
been received. 

Section 8-314. Duty to Deliver, 
When Completed. 

(1) Unless otherwise agreed where 
a sale of a security is made on an ex
change or otherwise through brokers 

(a) the selling customer fulfills his 
duty to deliver when he places such 
a security in the possession of the 
selling broker or of a person desig
nated by the broker or if requested 
causes an acknowledgment to be 
made to the selling broker that it is 
held for him; and 

(b) the selling broker including a 
correspondent broker acting for a 
selling customer fulfills his duty to 
deliver by placing the security or a 
like security in the possession of the 
buying broker or a person desig
nated by him or by effecting clear
ance of the sale in accordance with 
the rules of the exchange on which 
the transaction took place. 

(2) Except as otherwise provided 
in this section and unless otherwise 
agreed, a transferor's duty to deliver 
a security under a contract of pur
chase is not fulfilled until he places 
the security in form to be negotiated 
by the purchaser in the possession of 
the purchaser or of a person desig
nated by him or at the purchaser's 
request causes an acknowledgment to 
be made to the purchaser that it is 
held for him. Unless made on an ex
change a sale to a broker purchasing 
for his own account is within this 
subsection and not within subsection 
(1). 

Section 8--815. Action Against 
Purchaser Based Upon Wrongful 
Transfer. 

(1) Any person against whom the 
transfer of a security is wrongful for 
any reason, including his incapacity, 
may against anyone except a bona 
fide purchaser reclaim possession of 
the security or obtain possession of 
any new security evidencing all or 
part of the same rights or have dam
ages. 

( 2) If the transfer is wrongful be
cause of an unauthorized indorse
ment, the owner may also reclaim or 
obtain possession of the security or 
new security even from a bona fide 
purchaser if the ineft'ectiveness of the 
purported indorsement can be assert
ed against him under the provisions 
of this Article on unauthorized in
dorsements (Section 8-311). 

(3) The right to obtain or reclaim 
possession of a security may be spe
cifically enforced and its transfer en
joined and the security impounded 
pending the litigation. 

Section 8-316. Purchaser's Right 
to Requisites for Registration of 
Transfer on Books. 

Unless otherwise agreed the trans
feror must on due demand supply his 
purchaser with any proof af his au
thority to transfer or with any other 
requisite which may be necessary to 
obtain registration of the transfer af 
the security but if the transfer is 
not for value a transferor need not 
do so unless the purchaser furnishes 
the necessary expenses. Failure to 
comply with a demand made within 
a reasonable time gives the purchaser 
the right to reject or rescind the 
transfer. 

Section 8-317. Attachment or Levy 
Upon Security. 

(•1) No attachment or levy upon 
a security or any share or other inter
est evidenced thereby which Is out
standing shall be valid until the se
curity is actually seized by the olft
cer making the a~ent or levy 
but a security which has been sur
rendered to the issuer may be at
tached or levied upon at the source. 

(2) A creditor whose debtor is the 
owner of a security shall be entitled 
to such aid from courts of appropri
ate jurisdiction, by injunction or oth
erwise, in reaching such security or in 
satisfying the claim by means thereat 
as is allowed at law or in equity in re
gard to property which cannot readily 
be attached or levied upon by ordin
ary legal process. 
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Section 8----318. No Conversion by 
Good Faith Delivery. 

An agent or bailee who in good 
faith (including obse1·vance of reason
able commercial standards if he is in 
the business of buying, selling or 
otherwise dealing with securities) 
has received securities and sold, 
pledged or delivered them acco1·ding 
to the instructions of his principal is 
not liable for conversion or for par
ticipation in breach of fiduciary duty 
although the principal had no right 
to dispose of them. 

Section 8-319. Statute of Frauds. 
A contract for the sale of securities 

is not enforceable by way of action or 
defense unless 

(a) there is some writing signed by 
the party against whom enforcement 
is sought or by his authorized agent 
or broker sufficient to indicate that a 
contract has been made for sale of a 
stated quantity of described securities 
at a defined or stated price; or 

(b) delivery of the security has 
been accepted or payment has been 
made but the contract is enforceable 
under this provision only to the ex
tent of such delivery or payment; or 

(c) within a reasonable time a 
writing in confirmation of the sale 
or purchase and sufficient against 
the sender under paragraph (a) has 
been received by the party against 
whom enforcement is sought and he 
has failed to send written objection to 
its contents within ten days after its 
receipt; or 

(d) the party against whom en
forcement is sought admits in his 
pleading, testimony or otherwise in 
court that a contract was made for 
sale of a stated quantity of described 
securities at a defined or stated price. 

Section 8-320. Transfer or Pledge 
within a Central Depository System. 

(1) If a security 
(a) is in the custody of a clearing 

corporation or of a custodian bank 
or a nominee of either subject to the 
instructions of the clearing corpora
tion; and 

(b) is in bearer form or indorsed 
in blank by an appropriate person 
or registered in the name of the clear
ing corporation or custodian bank or 
a nominee of either; and 

( c) is shown on the account of a 
transferor or pledgor on the books of 
the clearing corporation; 
then, in addition to other methods, a 
transfer or pledge of the security or 

any interest therein may be effected 
by the making of appropriate entries 
on the books of the clearing corpora
tion reducing the account of the 
transferor or pledgor and increasing 
the account of the transferee or 
p.Jedgee by the amount of the obliga
tion or the number of shares or rights 
transferred or pledged. 

(2). Under this section entries may 
~e with respect to like securities or 
mterests therein as a part of a fungi
ble bulk and may refer merely to a 
quantity of a particular security with
out reference to the name of the 
registered owner, certificate or bond 
number or the like and, in appropri
ate cases, may be on a net basis tak
ing into account other transfers or 
pledges of the same security. 

(3) A transfer or pledge under this 
section has the effect of a delivery 
of a security in bearer form or duly 
indorsed in blank (Section 8-301) 
representing the amount of the obli
gation or the number of shares or 
rights transferred or pledged. If a 
pledge or the creation of a security 
interest is intended, the making of 
entries has the effect of a taking of 
delivery by the pledgee or a secured 
party (Sections 9-304 and 9-305). 
A transferee or pledgee under this 
section is a holder. 

( 4) A transfer or pledge under 
this section does not constitute a 
registration of transfer under Part 4 
of this Article. 

(5) That entries made on the books 
of the clearing corporation as provid
ed in subsection (1) are not appro
priate does not affect the validity or 
effect of the entries nor the liabilities 
or obligations of the clearing corpora
tion to any person adversely affected 
thereby. 

PART 4 
REGISTRATION 

Section 8-401. Duty of Issuer to 
Register Transfer. 

( 1) Where a security in registered 
form is presented to the issuer with 
a request to register transfer, the is
suer is under a duty to register the 
transfer as requested if 

(a) the security is indorsed by the 
appropriate person or persons (Sec
tion 8-308); and 

(b) reasonable assurance is given 
that those indorsements are genuine 
and effective (Section 8-402); and 

(c) the issuer has no duty to in
quire into adverse claims or has dis-
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charged any such duty (Section 8-
403); and 

( d) any applicable law relating to 
the collection of taxes has been com
plied with; and 

( e) the transfer is in fact rightful 
or is to a bona fide purchaser. 

(2) Where an issuer is under a 
duty to register a transfer of a secu
rity the issuer is also liable to the 
person presenting it for registration 
or his principal for loss resulting 
from any unreasonable delay in reg
istration or from failure or refusal to 
register the transfer. 

Section 8-402. Assurance That In
dorsements Are Eft'ective. 

( l) The issuer may require the fol
lowing assurance that each necessary 
indorsement (Section 8-308) is gen
uine and effective 

(a) in all cases, a guarantee of the 
signature (subsection ( 1) of Section 
8-312) of the person indorsing; and 

(b) where the indorsement is by an 
agent, appropriate assurance of au
thority to sign; 

(c) where the indorsement is by a 
fiduciary, appropriate evidence of ap
pointment or incumbency; 

(d) where there is more than one 
fiduciary, reasonable assurance that 
all who are required to sign have done 
so· 

'(e) where the indorsement is by a 
person not covered by any of the fore
going, assurance appropriate to the 
case corresponding as nearly as may 
be to the foregoing. 

(2) A "guarantee of the signature" 
in subsection (1) means a guarantee 
signed by or on behalf of a person 
reasonably believed by the issuer to 
be responsible. The issuer may adopt 
standards with respect to responsi
bility provided such standards are 
not manifestly unreasonable. 

( 3) "Appropriate evidence of ap
pointment or incumbency" in subsec
tion ( 1) means 

(a) in the case of a fiduciary ap
pointed or qualified by a court, a cer
tificate issued by or under the direc
tion or supervision of that court or 
an officer thereof and dated within 
sixty days before the date of presen
tation for transfer; or 

( b) in any other case, a copy of a 
document showing the appointment 
or a certificate issued by or on behalf 
of a person reasonably believed by 
the issuer to be responsible or, in 
the absence of such a document or 
certificate, other evidence reasonably 
deemed by the issuer to be appropri-

ate. The issuer may adopt standards 
with respect to such evidence pro
vided such standards are not mani
festly unreasonable. The issuer is not 
charged with notice of the contents 
of any document obtained pursu1mt to 
this paragraph (b) except to the ex
tent that the contents relate directly 
to the appointment or incumbency. 

( 4) The issuer may elect to require 
reasonable assurance beyond that ape
cified in this section but if it does so 
and for a purpose other than that 
specified in subsection 3 (b) both re
quires and obtains a copy of a will, 
trust, indenture, articles of co-partner
ship, by-laws or other controllintr in
strument it is charged with notice of 
all matters contained therein aft'ect
ing the transfer. 

Section 8-403. Limited Duty of 
Inquiry. 

(1) An issuer to whom a seeurity 
is presented for registration is under 
a duty to inquire into adverse claims 
if 

(a) a written notification of an ad
verse claim is received at a time and 
in a manner which aft'ords the issuer 
a reasonable opportunity to act on it 
prior to the issuance of a new, reis
sued or re-registered security and the 
notification identifies the claimant! 
the registered owner and the issue oo: 
which the security is a part and pro
vides an address for communications 
directed to the claimant; or 

( b) the issuer is charged with no
tice of an adverse claim from a con
trolling instrument which it has elect
ed to require under subsection ( 4) of 
Section 8-402. 

(2) The issuer may discharge any 
duty of inquiry by any reasonable 
means, including notifying an adverse 
claimant by registered or certitled 
mail at the address furnished by him 
or if there be no such addreaa at his 
residence or regular place of b118iness 
that the security has been presented 
for registration of transfer by a 
named person, and that the tranafer 
will be registered UDleas within thirty 
days from the date of mailing the no
tification, either 

(a) an appropriate restraining or
der, injunction or other process issues 
from a court of competent jurisdic
tion; or 

(b) an indemnity bond BU11icient in 
the issuer's judgment to protect the 
issuer and any transfer agent, regil
trar or other agent of the W.er in
volved, from any loss which it or they 
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may suffer by complying with the ad
verse claim is filed with the issuer. 

(3) Unless an issuer is charged 
with notice of an adverse claim from 
a controlling instrument which it has 
elected to require under subsection 
( 4) of Section 8-402 or receives no
tification of an adverse claim under 
subsection ( 1) of this section, where 
a security presented for registration 
is indorsed by the appropriate person 
or persons the issuer is under no duty 
to inquire into adverse claims. In par
ticular 

(a) an issuer registering a security 
in the name of a person who is a 
fiduciary or who is described as a 
fiduciary is not bound to inquire into 
the existence, extent, or correct de
scription of the fiduciary relationship 
and thereafter the issuer may assume 
without inquiry that the newly regis
tered owner continues to be the fidu
ciary until the issuer receives written 
notice that the fiduciary is no longer 
acting as such with respect to the 
particular security; 

(b) an issuer registering transfer 
on an indorsement by a fiduciary is 
not bound to inquire whether the 
transfer is made in compliance with 
a controlling instrument or with the 
law of the state having jurisdiction 
of the fiduciary relationship, includ
ing any law requiring the fiduciary 
to obtain court approval of the trans
fer; and 

( c) the issuer is not charged with 
notice of the contents of any court 
record or file or other recorded or 
unrecorded document even though the 
document is in its possession and even 
though the transfer is made on the 
indorsemeut 9f a fiduciary to the fidu
ciary himself or to his nominee. 

Section 8-404. Liability and Non
Liability for Registration. 

( 1) Except as otherwise provided 
in any law relating to the collection 
of taxes, the issuer is not liable to 
the owner or any other person suffer
ing loss as a result of the registra
tion of a transfer of a security if 

(a) there were on or with the se
curity the necessary indorsements 
(Section 8-308); and 

(b) the issuer had no duty to in
quire into adverse claims or has dis
charged any such duty (Section 8--
403). 

( 2) Where an issuer has registered 
a transfer of a security to a person 
not entitled to it the issuer on demand 
must deliver a like security to the 
true owner unless 

(a) the registration was pursuant 
to subsection (1) ; or 

( b) the owner is precluded from 
asserting any claim for registering 
the transfer under subsection ( 1) of 
the following section; or 

( c) such delivery would i·esult in 
overissue, in which case the issuer's 
liability is governed by Section 8--
104. 

Section 8-405. Lost, Destroyed 
and Stolen Securities. 

( 1) Where a security has been lost, 
apparently destroyed 'or wrongfully 
taken and the owner fails to notify 
the issuer of that fact within a rea
sonable time after he has notice of 
it and the issuer registered a transfer 
of the security before receiving such 
notification, the owner is precluded 
from asserting against the issuer any 
claim for registering the transfer un
der the preceding section or any claim 
to a new security under this section. 

(2) Where the owner of a security 
claims that the security has been lost, 
destroyed or wrongfully taken, the 
issuer must issue a new security in 
place of the original security if the 
owner 

(a) so requests before the issuer 
has notice that the security has been 
acquired by a bona fide purchaser; 
and 

(b) files with the issuer a sufficient 
indemnity bond; and 

(c) satisfies any other reasonable 
requirements imposed by the issuer. 

( 3) If, after the issue of the new 
security, a bona fide purchaser of the 
original security presents it for reg
istration of transfer, the issuer must 
register the transfer unless registra
tion would result in overissue, in 
which event the issuer's liability is 
governed by Section 8--104. In addi
tion to any rights on the indemnity 
bond, the issuer may recover the new 
security from the person to whom it 
was issued or any person taking un
der him except a bona fide purchaser. 

Section 8-406. Duty of Authenti
cating Trustee, Transfer Agent or 
Registrar 

( 1) Where a person acts as authen
ticating trustee, transfer agent, reg
istrar, or other agent for an issuer 
in the registration of transfers of its 
securities or in the issue of new se
curities or in the cancellation of sur
rendered securities 

(a) he is under a duty to the is
suer to exercise good faith and due 
diligence in performing his functions; 
and 
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(b) he has with regard to the par- (1) If the office where the llS!'iP-
ticular functions he performs the same or of accounts or contract _ rlgllts 
obligation to the holder or owner of keeps his records co~ them is 
the security and has the same rights in this state, the validity and per
and privileges as the issuer has in fection of a security interest therein 
regard to those :fanctions. and the possibility and elfect of prop-

( 2) Notice to an authenticating er filin,g is governed by this ~ele; 
trustee, transfer agent, registrar or othel"WlSe by the law (including the 
other ~ch agent is notice to the is- c'?n1!fct of laws rules) CJ! the juris
suer with respect to the functions diction where such oftlce ia located. 
performed by the agent. (2) If the chief 'laee of business 

ARTICLE 9 of a debtor is in this state, this Ar-
SECURED TRANSACTIONS· t!cle governs the. val!dity and perfee-

SALES OF ACCOUNTS ' tion. o.f. a secunty interest aiid J;he 
• poBBlbility and e1fect of proper filing 

CONTRACT RIGHTS AND with regard to general intangibles or 
CHATTEL PAPER with regard to goods of a type which 

PART 1 are normally used in more than one 
SHORT TITLE, APPLICABILITY jurisdiction (such aa automotive 

AND DEFINITIONS equipment rollilllf stock, airplanes, 
Section 9---101. Short Title. road b~ding e<JU1pment, commen:W 

• . harvesting equipment, construction 
This A;rticle sha!l be known ap.d machinery and the like) if such 

may be Cited as Urufol"ll! Commercial goods are classified 81 equipment or 
Code-Secured Transactions. classified as inventory by reason of 

Section 9---102. Policy and Scope of their being leased by the debtor to 
Article. others. Otherwise, the law (including 

(1) Except as otherwise provided the confilet of laws rules) of the 
in Secti?n 9---10~ on multiple state jurisdic:tion '!"here such chief place 
transactions and m Section 9---104 on of busmeS8 18 located shall govern. 
excluded transactions, this Article If the chief place of business is lo
applies so far as concerns any per- cated in a Jurisdiction which does 
sonal ~perty and fixtures within not provide for perfection of the se
the junsdktion of this State. curity interest bf filing or recording 

(a) to any transaction (regardless in that jurisdiction, then the secur
of its form) which is intended to ity interest may be perfected by fil
create a security interest in personal Ing in this state. For the ptµ'JIOll8 of 
property or fixtures including goods, determining the validity and perfec
documents, instruments, general in- tion of a security interest in &Jl air
tagibles, chattel paper, accounts or plane, the chief place of business of 
contract rights; and also a debtor who is a foreign air car-

(b) to any sale of accounts, con- rier under the Federal Aviation Act 
tract rights or chattel paper. of 1968, as amended, is the desig-

(2) This Article applies to secur- nated office of the agent upon whoin 
ity interests created by contract in- service of process may be made on 
eluding pledge, asslgnment, chattel behalf of the debtor. 
mortgage, chattel trust, trust deed, (3) If personal property other 
factor's lein, equipment trust, condi- than that governed by- subsections 
tional sale, trust receipt, other lien (1) and (2) is already subject to a 
or title retention contract and lease or security interest when it is brought 
consignment intended as security. into this state, the validity of the 
This Article does not apply to sta- security interest in this state is to 
tutory liens except as provided in be determined by the law ·(including 
Section 9---310. the con11ict of laws rules) of the 

(3) The application of this Arti- jurisdiction where the property was 
cle to a security interest in a secured when the security interest attached. 
obligation is not affected by the fact However, if the parties to the trans
that the obligation is itself secured action understood at the time that 
by a transaction or interest to the security interest attached that 
which this Article does not apply. the property would be kept in this 

Section 9---103. Accounts, Contract state and it was brought into this 
Rights, General Intangibles and state within 30 dafS _after the -
Equipment Relating to Another Jur- curity interest attached for purposes 
isdiction; and Incoming Goods Al- other than transportation th!Ouh 
ready Subject to a Security Interest. this state, then the validity of the 
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security interest in this state is to 
be detennined by the law of this 
state. If the security interest was 
already perfected under the law of 
the jurisdiction where the property 
was when the security interest at
tached and before being brought into 
this state, the security interest con
tinues perfected in this state for 
four months and also thereafter if 
within the four month period it is 
perfected in this state. The security 
interest may also be perfected in 
this state after the expiration of the 
four month period; in such case per
fection dates from the time of per
fection in this state. If the security 
interest was not perfected under the 
law of the jurisdiction where the 
property was when the security in
terest attached and before being 
brought into this state, it may be 
perfected in this state; in such case 
perfection dates from the time of 
perfection in this state. 

( 4) Notwithstanding subsections 
( 2) and ( 3) , if personal property is 
covered by a certificate of title is
sued under a statute of this state or 
any other jurisdiction which requires 
indication on a certificate of title of 
any security interest in the property 
as a condition of perfection, then the 
perfection is governed by the law 
of the jurisdiction which issued the 
certificate. 

(5) Notwithstanding subsection 
(1) and Section 9-302, if the of
fice where the assignor of accounts 
or contract rights keeps his records 
concerning them is not located in a 
jurisdiction which is a part of the 
United States, its territo1-ies or pos
sessions, and the accounts or con
tract rights are within the jurisdic
tion of this state or the transaction 
which creates the security interest 
otherwise bears an appropriate re
lation to this state, this Article gov
erns the validity and perfection of 
the security interest and the secur
ity interest may only be perfected 
by notification to the account debtor. 

Section 9-104. Transactions Ex
cluded From Article. 

This Article does not apply 
(a) to a security interest subject 

to any statute of the United States 
such as the Ship Mortgage Act, 
1920, to the extent that such statute 
governs the rights of parties to and 
third parties affected by transactions 
in particular types of property; or 

(b) to a landlord's lien; or 
( c) to a lien given by statute or 

other rule of law for services or 
n_iaterials except as provided in Sec
tion 9-310 on priority of such liens; 
or 

( d) to a transfer of a claim for 
wages, salary or other compensation 
of an employee; or 

(e) to an equipment trust cover
ing railway rolling stock; or 

(f) to a sale of accounts, contract 
rights or chattel paper as part of a 
sale of the business out of which 
they arose, or an assignment of ac
counts, contract rights -or chattel pa
per which is for the purpose of col
lection only, or a transfer of a con
tract right to an assignee who is 
also to do the performance under 
the contract; or 

(g) to a transfer of an interest 
?r claim in or under any policy of 
insurance; or 

(h) to a right represented by a 
judgment; or 

(i) to any right of set-off; or 
(j) except to the extent that pro

vision is made for fixtures in Sec
tion 9-313, to the creation or trans
fer of an interest in or lien on real 
estate, including a lease or rents 
thereunder; or 

(k) to a transfer in whole or in 
part of any of the following: any 
claim arising out of tort; any de
posit, savings, passbook or like ac
count maintained with a bank, sav
ings and loan association, credit 
union or like organization. 

Section 9-105. Definitions and In
dex of Definitions. 

(1) In this Article unless the con
text otherwise requires : 

(a) "Account debtor" means the 
person who is obligated on an ac
count, chattel paper, contract right 
or general intangible; 

(b) "Chattel paper" means a writ
ing or writings which evidence both 
a monetary obligation and a security 
interest in or a lease of specific 
goods. When a transaction is evi
denced both by such a security agree
ment or a lease and by an instru
ment or a series of instruments, the 
group of writings taken together 
constitutes chattel paper; 

(c) "Collateral" means the prop
erty subject to a security interest, 
and includes accounts, contract rights 
and chattel paper which have been 
sold; 

( d) "Debtor" means the person 
who owes payment or other perform
ance of the obligation secured, wheth
er or not he owns or has rights in 
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the collateral, and indadmt tile ..u. ~ .. Sectioa ...... (1). 
of -w. c:ontnct riDt:a ... ellat- "ParehaH ~ ~ bater
t.el paJlll'I'. When! tile debtor and the eat. .. Section 9--lO't 
owner of the collat.enl are not tile • 
8Ul8 penon, the tum "debtor" (3) The followlJc clel!nftlou in 
meau the owner of the collat.enl other Articles ~J' to tllia Article: 
in BDJ' Jlnl9iaion of the Article deal- "Cheek." Seetion 8--lN. 
ing with the collatenl, tbe obURor "Contract for Bale." Sec:tloa ~lOI. 
in any provision dealing with the "Bolder in due coune." SeetiOll 8--
obliption, and may indade both 302. 
where the context IO reqairea; "Note." Section 8--lM. 

(e) "Doellment" meana docnment "Sale." Section ~lM. 
of title u defined in the ameraJ deft- (4) In addition AJ'dc:le 1 -tabaa 
nitiona of Article 1 (Section 1- general definitiona ~- of 
201); eonatruetion and in apo 

(fl "Goodll" includea all tbiDP plic:able tbroapout tllil AriWe. 
which are movable at the time tlie Section 9--106. ~: "Ae
aecurity interest attaehee or whicb count"; "Contract ~; "a-.1 
are ftxturea (Section 9--313) but lntangiblea." 
doea not include money, ~entll, "Account" - &DJ' right to pa:r
inatrumentll, 11CCOanta, chattel paper, ment for gooda IOld or ..._ or for 
general intangibles, contnet rightll servieee rendered whlcb la DOt nl
and other thinp in action. "Gocida" denced by an m.nr-t or chattel 
also include the unborn young of ani- paper. "Contnet :risht" - &DJ' 
mals and growing erope; right to payment vnder a -tniet 

(g) "Instrument" means a negoti- not Jet earned by pelf- end 
able instrument (defined in Section not evideneed by an lutnmlllllt or 
3-104), or a security (detlned In ehatt.el paper. "General ~ 
Section 8--102) or any other writing means any penonal property (liaelad
which evidencea a right to the paJ'- Ing thinp In actlOnf otMr dlaa 
ment of money and la not itilelf a goods, accountll, c:ontniet rish1-, ebat
security agreement or 1- and is t.el paper, docu1118Dt11 and inst111menta.. 
of a type whfcb is In o~ coune Section 9--10'1. Delnltiou: "Pur
of b~ transferred by delivery cbue Money SeemitJ lntenet." 
with any ~ indoraement or A security intereat la a "pmehaM 
asaipment; anoney security int.ereet" to the ex-

(h) "Security agreement" means an tent that it is 
agreement which creates or provides (a) taken or retaiJlad bJ tbe 11eller 
for a security intereet; of the collateral to MIC1IJ'8 all or part 

( i) "Secured party" means a lend- of itll priee; or 
er, seller or other person in whose (b) taken by a person who bJ mak
fa vor there is a security interest, in- ing advaneea or ineurrina' an obltp
cluding a person to whom aecountll, tion gives value to enable the debtor 
contract rights or chattel paper have to acquire rightll In or the 'Die of col
been sold. When the holders of obli- lateral if such value is In :faet IO ueed. 
gations issued under an Indenture of Section 9-108. When After.-Ac
trust, equipment trust agreement or quired Collateral Not Security for 
the like are represented by a trustee Antecedent Debt. 
or other person, the representative is When a secured paz:t7 make• an 
the secured party. advance, incma an obliptan, n-

(2) Other definitions applying to leasea a perfected MCUrity intereat, 
this Article and the sectiona iii wliich or otherWlse givea new vahae wlW:h 
they appear are: is to be aecured In whole or in part 

"Account." Section 9--106. by after-acquired pl'O(llllQ hia llllCUl'i-
"Consumer goods." Section 9-- ty intereet in the ~ col-

109( 1). lateral shall be deemed to be taken 
"Contract right." Section 9--106. for new value and not u ~ty tar 
"Equipment." Section 9--109(2). an antecedent debt It the deMor ac-
"Farm products.'' Section 9-- quire& hia rigbtll In aueh collateral 

109(3). either in the ordinary - of hia 
"General intangibles.'' Section 9-- buain- or under a -tnet of pur-

106. cbue llllMie pUl'lll&llt to the ~ 
"lnventoey." Section 9-~09L~). agreement within a~ dme 
"Lien creditor.'' Section 1(3). after DeW vahle is st-
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Section 9-109. Classification of 
Goods; "Consumer Goods"; "Equip
ment"; "Farm Products"; "lnven~ 
tory." 

Goods are 
(1) "consumer goods" if they are 

used or bought for use primarily for 
personal, family or household pur
poses; 

(2) "equipment" if they are used or 
bought for use primarily in business 
(including farming or a profession) 
or by a debtor who is a non-profit 
organization or a governmental sub
division or agency or if the goods are 
not included in the definitions of in
ventory, farm products or consumer 
goods; 

(3) "farm products" if they are 
crops or livestock or supplies used or 
produced in farming operations or if 
they are products of corps or live
stock in their unmanufactured states 
(such as ginned cotton, wool-clip, 
maple syrup, milk and eggs), and if 
they are in the possession of a debtor 
engaged in raising, fattening, graz
ing or other farming operations. If 
goods are farm products they are 
neither equipment nor inventory; 

( 4) "inventory'' if they are held by 
a person who holds them for sale or 
lease or to be furnished under con
tracts of service or if he has so fur
nished them, or if they are raw ma
terials, work in process or materials 
used or consumed in a business. In
ventory of a person is not to be clas
sified as his equipment. 

Section 9-110. Sufficiency of De
scription. 

For the purposes of this Article 
any description of personal property 
or real estate is sufficient whether or 
not it is specific if it reasonably 
identifies what is described. 

Section 9-11'1. Applicability of 
Bulk Transfer Laws. 

The creation of a security interest 
is not a bulk transfer under Article 6 
(see Section 6---103). 

Section 9-112. Where Collateral 
Is Not Owned by Debtor. 

Unless otherwise agreed, when a 
secured party knows that collateral is 
owned by a person who is not the 
debtor, the owner of the collateral is 
entitled to receive from the secured 
party any surplus under Section 9-
502 (2) or under Section 9-504(1), 
and is not liable for the debt or for 
any deficiency after resale, and he 
has the same right as the debtor 

(a) to receive statements under 
Section 9-208; 

(b) to receive notice of and to ob
ject to a secured party's proposal to 
retain the collateral in satisfaction of 
the indebtedness under Section 9-
505; 

(c) to redeem the collateral un
der Section 9-506; 

( d) to obtrun injunctive or other 
relief under Section 9-507 ( 1) ; and 

( e) to recover losses caused to him 
under Section 9-208(2). 

Section 9-113. Security Interests 
Arising Under Article on Sales. 

A security interest arising solely 
under the Article on Sales (Article 2) 
is subject to the provisions of this 
Article except that to the extent that 
and so long as the debtor does not 
have or does not lawfully obtain pos
session of the goods 

(a) no security agreement is neces
sary to make the security interest en
forceable; and 

(b) no filing is required to perfect 
the security interest; and 

( c) the rights of the secured party 
on default by the debtor are governed 
by the Article on Sales (Article 2). 

PART 2 
VALIDITY OF SECURITY 

AGREEMENT AND RIGHTS 
OF PARTIES THERETO 

Section 9-201. General Validity 
of Security Agreement. 

Except as otherwise provided by 
this Act a security agreement is ef
fective according to its terms between 
the parties, against purchasers of the 
collateral and against creditors. Noth
ing in this Article validates any 
charge or practice illegal under any 
statute or regulation thereunder. g~v
erning usury, small loans, retail m
stallment sales, or the like, or ex
tends the application of any such 
statute or regulation to any trans
action not otherwise subject thereto. 

Section 9-202. Title to Collateral 
Immaterial. 

Each provision of this Article with 
regard to rights, obligations and rem
edies applies whether title to ~ollat
eral is in the secured party or ID the 
debtor. 

Section 9-203. Enforceability of 
Security Interest; Proceeds, Formal 
Requisites. 

( 1) Subject to the pro~sioI_ls of 
Section 4-208 on the security mter
est of a collecting bank and Section 
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9-113 on a security interest arising that a security interest in crops 
under the Article on Sales, a security which is given in conjunction with a 
interest is not enforceable against lease or a land pu:rch- or improve
foe debtor or third parties unless ment transaction evidenced by a 

(a) the collateral is in the posses- contract, mortgage or deed ot trust 
sion of the secured party; or may if so agreed attach to crops to 

(b) the debtor has signed a securi- be grown on the land concerned dur
ty agreement which contains a de- ing the period of such real estate 
scription of the collateral and in ad- transaction; 
dition, when the security interest (b) to consumer goods other than 
covers crops or oil, gas or minerals accessions (Section 9-814) when 
to be extracted or timber to be cut, given as additional security unless 
a description of the land concerned. In the debtor acquires rights in them 
describing collateral, the word "pro- within ten days after the secured 
ceeds" is sufficient without further de- party gives value. 
scription to cover proceeds of any (6) Obligations covered by a ae-
character. curity agreement may include future 

(2) A transaction, although sub- advances or other value whether or 
ject to this Article, is also sul>jeet to not the advances or value are given 
the Texas Regulatory Loan Act, pursuant to commitment. 
Texas Laws, 1963, Chap. 20~, P· 660 Section 9-206. Uae or Disposition 
(compiled as Vern. T~. Civ. Stat. of Collateral Withoat Accounting 
Ann., Art. 6166b), and in the case of Permissible 
confilct between the provisions of A security intereat is not invalid 
this Article and any such statute, the or fraudulent againat creditors by 
PI"<?visions of such . statute cont~!. reason of liberty in the debtor to 
Failure to comply with any apph?- use, commingle or dispoae of all or 
ble statute has only the effect which part of the collateral (including re
is s~fied therein. . turned or repossessed goods) or to 

Section 9-204. When Secunty collect or compromise accounts, con
Interest Attaches; After-Acquired tract riJdits or chattel pe.per, or to 
Property; Future Advances. accept ilie return of goOdj or make 

( 1) A. security . interest cannot at- repossessions or to use, commingle 
tach until there IS agreement (sub- or dispose of proceeds or by reason 
section (3) of Section 1-201) that of the failure of the' aecured party 
it attach and value is given and the to require the debtor to account for 
debtor has rights in the collateral. It proceeds or replace collateral. This 
attaches as soon as all of the events section does not relax the :require
in the preceding !"!ntence have taken ments of pos~on where perfection 
place unless exphc1t agreement post- of a security interest depends upon 
pones the time of attaching. possession of the collateral by the se-

( 2) For the purposes of this sec- cured party or by a bailee. 
tion the debtor has no rights Section 9-206. Agreement Not to 

(a) in crops until they are planted Assert Defenses Against Assignee; 
or otherwise become growing crops, Modification of Sales Warranties 
in the young of livestock until they Where Security Agreement Exists. 
are conceived; . ( 1) Subject to any statute or de-

( b) in fish until caught, in oil, cision which establishes a different 
gas or minerals until they are ex- rule for buyers or lessees of consumer 
tracted, in timber until it is cut; goods, an agreement by a buyer or 

(c) in a contract right until the lessee that he will not assert against 
contract has been made; an assi1t11ee any claim .or defense 

(d) in an account until it comes which he may have against the seller 
into existence. or lessor is enfol'ceable by an as-

(3) Except as provided in sub- signee who takes his assignment for 
section ( 4) a security agreement may value, in good faith and without no
provide that collateral, whenever ac- tice of a claim or defense, except 
quired, shall secure all obligations as to defenses of a type which may 
covered by the security agreement. be asserted against a bolder in due 

( 4) No security interest attaches course of a negotiable instrument 
under an after-acquired property under the Article on Commereial 
clause Paper (Article 3). A bufer who as 

(a) to crops which become such part of one tran1&ction 1DgD11 both a 
more than three years after the se- negotiable instrument and a aecurity 
curity agreement is executed except agreement makes such an agreement. 
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(2) When a seller retains a pur
chase money security interest 1n 
goods the Article on Sales (Article 
2) governs the sale and any disclaim
er, limitation or modification of the 
seller's warranties. 

Section 9-207. Rights and Duties 
When Collateral Is in Secured Par
ty's Possession. 

(1) A secured party must use rea
sonable care in the custody and pres
ervation of collateral in his posses
sion. In the case of an instrument or 
chattel paper reasonable care in
cludes taking necessary steps to pre
serve rights against prior parties 
unless otherwise agreed. 

(2) Unless otherwise agreed, when 
collateral is in the secured party's 
possession 

(a) reasonable expenses (including 
the cost of any insurance and pay
ment of taxes or other charges) in
curred in the custody, preservation, 
use or operation of the collaternl are 
chargeable to the debtor and are se
cured by the collateral; 

(b) the risk of accidental loss or 
damage is on the debtor to the ex
tent of any deficiency in any effective 
insurance coverage; 

( c) the secured party may hold as 
additional security any increase or 
profits (except money) received from 
the collateral, but money so received, 
unless remitted to the debtor, shall be 
applied in reduction of the secured 
obligation; 

(d) the secured party must keep 
the collateral identifiable but fungible 
collateral may be commingled; 

( e) the secured party may rep ledge 
the collateral upon terms which do 
not impair the debtor's right to re
deem it. 

( 3) A secured party is liable for 
any loss caused by his failure to 
meet any obligation imposed by the 
preceding subsections but does not 
lose his security interest. 

( 4) A secured party may use or 
operate the collateral for the pur
pose of preserving the collateral or 
its value or pursuant to the order of 
a court of appropriate jurisdiction or, 
except in the case of consumer 
goods, in the manner and to the ex
tent provided in the security agree
ment. 

Section 9-208. Request for State
ment of Account or List of Collateral. 

(1) A debtor may sign a statement 
indicating what he believes to be the 
aggregate amount of unpaid indebt
edness as of a specified date and may 
sent it to the secured party with a 

request that the statement be ap
proved or corrected and returned to 
the debtor. When the security agree
ment or any other record kept by the 
secured party identifies the collateral 
a debtor may similarly request the 
secured party to approve or correct 
a list of the collateral. 

(2) The secured party must comply 
with such a request within two weeks 
after receipt by sending a written 
correction or approval. If the se
cured party claims a security interest 
in all of a particular type of collat
eral owned by the debtor he may in
dicate that fact in his i·eply and need 
not approve or correct an itemized 
list of such collateral. If the secured 
party without reasonable excuse fails 
to comply he is liable for any loss 
caused to the debtor thereby; and if 
the debtor has properly included in 
his request a good faith statement of 
the obligation or a list of the col
lateral or both the secured party may 
claim a security interest only as 
shown in the statement against per
sons misled by his failure to comply. 
If he no longer has an interest in 
the obligation or collateral at the 
time the request is received he must 
disclose the name and address of any 
successor in interest known to him 
and he is liable for any loss caused 
to the debtor as a result of failure to 
disclose. A successor in interest is not 
subject to this section until a request 
is received by him. 

(3) A debtor is entitled to such a 
statement once every six months 
without charge. The secured party 
may require payment of a charl;\"~ not 
exceeding $10 for each add1t1onal 
statement furnished. 

PART 3 
RIGHTS OF THIRD PARTIES; 

PERFECTED AND UNPER-
FE C TED SECURITY INTERESTS; 

RULES OF PRIORITY 
Section 9-301. Persons Who Take 

Priority Over Unperfected Security 
Interests; "Lien Creditor.~' 

( 1) Except as otherwise provided 
in subsection (2), an unperfected se
curity interest is subordinate to the 
rights of . 

(a) persons entitled to priority un
der Section 9-312; 

(b) a person who becomes a lien 
creditor without knowledge of the se
curity interests and before it is per-
fected; . 

( c) in the case of goods, mstru
ments documents, and chattel paper, 
a per~on who is not a secured party 
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and who is a transferee in bulk or 
other buyer not in ordinary course of 
business to the extent that he gives 
value and receives delivery of the col
lateral without knowledge of the se
curity interest and before it is per
fected; 

(d) in the case of accounts, con
tract rights, and general intangibles, 
a person who is not a secured party 
and who is a transferee to the extent 
that he gives value without knowl
edge of the security interest and be
fore it is perfected. 

(2) If the secured party files with 
respect to a purchase money security 
interest before or within ten days 
after the collateral comes into posses
sion of the debtor, he takes priority 
over the rights of a transferee in 
bulk or of a lien creditor which arise 
between the time the security inter
est attaches and the time of filing. 

( 3) A "lien creditor" means a 
creditor who has acquired a lien on 
the property involved by attachment, 
levy or the like and includes an as
signee for benefit of creditors from 
the time of assignment, and a trustee 
in bankruptcy from the date of the 
filing of the petition or a receiver in 
equity from the time of appointment. 
Unless all the creditors represented 
had knowledge of the security inter
ests such a representative of credit
ors as a lien creditor without knowl
edge even though he P.ersonally has 
knowledge of the secunty interest. 

Section 9-302. When Filing Is Re
quired to Perfect Security Interest; 
Security Interest to Which Filing 
Provisions of This Article Do Not 
Apply. 

(1) A financing statement must be 
filed to perfect all security interests 
except the following: 

(a) a security interest in collateral 
in possession of the secured party 
under Section 9-305; 

(b) a security interest temporarily 
perfected in instruments or docu
ments without delivery under Section 
9-304 or in proceeds for a 10 day 
period under Section 9-306; 

(c) a purchase money security in
terest in farm equipment having a 
purchase price not in excess of $2,-
500; but filing is required for a fix
ture uuder Section 9-313 or for a 
motor vehicle required to be licensed; 

(d) a purchaae money security in
terest in consumer goods; but ft~ is 
required for a fixture under Section 
9-313 or for a motor vehicle required 
to be licensed; 

(e) an assignment of accounts or 
contract rights which doea not alone 
or in conjunction with other assign
ments to the same assignee transfer 
a significant part of the outstanding 
accounts or contract rights of the as
signor; 

(f) a security interest of a col
lecting bank (Section 4--208) or 
arising under the Article on Sales 
(see Section 9-113) or covered in 
subsection (3) of this section. 

(2) If a secured party, assigns a 
perfected security interest, no filing 
under this Article is required in order 
to continue the perfected status of 
the security interest against credit
ors of and transferees from the orig
inal debtor. 

( 3) The filing provisiona of this 
Article do not apply to a security in
terest in property subject to a stat
ute 

(a) of the United States which pro
vides for a national registration or 
filing of all security interests in such 
property; or 

(b) of this state which provides 
for central filing of, or which requires 
indication on a certificate of title of, 
such security interests in such prop
erty. 

(4) A security interest in property 
covered by a statute described in 
subsection (3) can be perfected only 
by registration or filing under that 
statute or by indication of the secur
ity interest on a certificate of title 
or a duplicate thereof by a public 
official. 

(6) Where the debtor is a person 
engaged in this State in one or more 
of the following activities, a security 
interest granted by or on behalf of 
the debtor may be perfected by filing 
in the place and manner described in 
Acts 62nd Legislature, 1951, Chapter 
195, as amended (compiled as Ver
non's Texas Civil Statutes Anno. 
Art. 1438a) : 

(i) the generation, manufacture, 
transmission or distribution and sale 
of electric energy and power; 

(ii) the transportation, distribution 
and sale through local distribution 
system of natural or other gas for 
domestic, commercial, industrial or 
any other use; 

(iii) the ownership or operation of 
any pipeline for the transportation or 
sale of natural gas, crude oil or pe
troleum products to other pipeline 
companies, refineries, loeal diatribut
ing systems, municipalities or indas
trial coDBlllllers; 
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(iv) the provision of telephone or 
telegraph service to others: 

( v) ~he . production, transmission 
or d1str1bution and sale of steam or 
water; and 

(vi). the operation of a railroad. 
Section 9-303. When Security In

terest _Is Perfected; Continuity of 
Perfection. 

( 1) .A security interest is perfected 
when 1t has attached and when all of 
the .applicable steps required for per
fection have been taken. Such steps 
are specified in Sections 9-302 9 
304, 9-305 and 9-306. If such ~te; 
are taken before the security inter
est attaches, it is perfected at the 
time when it attaches. 
. (2) If a secur!ty interest is orig
mally perfected m any way permit
ted under this Article and is subse
quently J?erfect~d in some other way 
under this Article, without an inter
mediate period when it was unper
fected, the security interest shall be 
deemed to be perfected continuously 
for the purposes of this Article. 

Section 9-304. Perfection of Se
curity Interest in Instruments, Doc
uments and Goods Covered by Doc
uments; Perfection by Permissive Fil
ing; Temporary Perfection Without 
Filing or Transfer of Possession. 

(1) A security interest in chattel 
paper or negotiable documents may 
be per~ec~ed by filing. A security in
terest m mstruments (other than in
struments which constitute part of 
chattel paper) can be perfected only 
by the secured party's taking posses
sion, except as provided in subsec
tions (4) and (5). 

(2) During the period that goods 
are in the possession of the issuer of 
a negotiable document therefor, a 
security interest in the goods is per
fected by perfecting a security in
terest in the document and any se
curity interest in the goods other
wise perfected during such period is 
subject thereto. 

( 3) A security interest in goods in 
the posession of a bailee other than 
one who has issued a negotiable doc
ument therefor is perfected by issu
ance of a document in the name of 
the secured party or by the bailee's 
receipt of notification of the secured 
pary's interest or by filing as to the 
goods. 

(4) A security interest in instru
ments or negotiable documents is per
fected without filing or the taking of 
possession for a period of 21 days 
from the time it attaches to the ex
tent that it arises for new value given 

under a written security agreement. 
( 5 l A security interest remains 

perfected for a period of 21 days 
wit~out filing where a secured party 
!>avmg. a perfected security interest 
m an mstrument, a negotiable docu
ment or goods in possession of a 
bailee other than one who has issued 
a negotiable document therefor 

(a) makes available to the debtor 
the goods or documents representing 
the goods for the purpose of ulti
mate sale or exchange or for the 
purpose. o~ loading, unloading, stor
ing, sh1pp1ng, transshipping, manu
facturing, processing or otherwise 
dealing with them in a manner pre
liminary to their sale or exchange; 
or 

(b) delivers the instrument to the 
debtor for the purpose of ultimate 
sale O!' exchange or of presentation, 
collection, renewal or registration of 
transfer. 

( 6) After the 21 day period in sub
sections (4) and (5) perfection de
pends upon compliance with applica
ble provisions of this Article. 

Section 9-305. When Possession 
by Secured Party Perfects Security 
Interest Without Filing. 

A security interest in letters of 
credit and advices of credit (subsec
tion (2) (a) of Section 5-116), 
goods, instruments, negotiable docu
ments or chattel paper may be per
fected by the secured party's taking 
possession of the collateral. If such 
collateral other than goods covered 
by a negotiable document is held by 
a bailee, the secured party is deemed 
to have possession from the time the 
bailee receives notification of the se
cured party's interest. A security in
terest is perfected by possession from 
the time possession is taken without 
relation back and continues only so 
long as possession is retained, unless 
otherwise specified in this Article. 
The security interest may be other
wise perfected as provided in this 
Article before or after the period 
of possession by the secured patty. 

Section 9-306. "Proceeds"; Se
cured Party's Rights on Disposition 
of Collateral. 

(1) "Proceeds" includes whatever 
is received when collateral or pro
ceeds is sold, exchanged, collected or 
otherwise disposed of. The term also 
includes the account arising when 
the right to payment is earned un
der a contract right. Money, checks 
and the like are "cash proceeds." All 
other proceeds are "non-cash pro
ceeds." 
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(2) Except where this Article oth- or the secured party, the following 
erwise provides, a security interest rules determine priorities: 
continues in collateral notwithstand- (a) If the goods were collateral at 
ing sale, exchange or other disposi- the time of sale for an indebtedness 
tion thereof by the debtor unless his of the seller which is still unpaid, 
action was authorized by the secured the original security interest attaches 
party in the security agreement or again to the goods and continues as 
otherwise, and also continues in any a perfected security interest if it was 
identifiable proceeds including collec- perfected at the time when the goods 
tions received by the debtor. were sold. If the security interest 

(3) The security interest in pro- was originally perfected by a filing 
ceeds is a continuously perfected se- which is still etfective, nothing fur
curity interest if the interest in the ther is required to continue the per
original collateral was perfected but fected status; in any other case, the 
it ceases to be a perfected security secured party must take possession 
interest and becomes unperfected ten of the returned or repossessed goods 
days after receipt of the proceeds or must file. 
by the debtor unless (b) An unpaid transferee of the 

(a) a filed financing statement chattel paper has a security interest 
covering the original collateral also in the goods against the transferor. 
covers proceeds ; or Such security interest is prior to a 

(b) the security interest in the security interest asserted under para-
proceeds is perfected before the ex- graph (a) to the extent that the 
piration of the ten day period. transferee of the chattel paper was 

(4) In the event of insolvency entitled to priority under Section 9-
proceedings instituted by or against 308. 
a debtor, a secured party with a per- (c) An unpaid transferee of the 
fected security interest in proceeds account has a security interest in 
has a perfected security interest the goods against the transferor. 

(a) in identifiable non-cash pro- Such security interest is subozdinate 
ceeds ; to a security interest asserted under 

(b) in identifiable cash proceeds in par~J>h (a). 
the form of money which is not com- (d) A security interest of an un
mingled with other money or deposit- paid transferee asserted under Para: 
ed in a bank account prior to the graph (b) or (c) must be perfected 
insolvency proceedings; for protection against creditors of 

(c) in identifiable cash proceeds in the transferor and purchasers of the 
the form of checks and the like which returned or repossessed goods. 
are not deposited in a bank account Section 9-307. Protection of Buy-
prior to the insolvency proceedings; ers of Goods. 
and (1) A buyer in ordinary course of 

( d) in all cash and bank accounts business (subsection (9) of Section 
of the debtor, if other cash proceeds 1-201) other than a person buying 
have been commingled or deposited farm products from a person en
in a bank account, but the perfected gaged in farming operations takes 
security interest under this para- free of a security interest created 
graph ( d) is by his seller even though the secur-

(i) subject to any right of set- ity interest is perfected and even 
off; and though the buyer knows of its exist-

(ii) limited to an amount not ence. 
greater than the amount of any cash (2) In the case of consumer goods 
proceeds received by the debtor and in the case of farm equipment 
within ten days before the institu- having an original purchase price 
tion of the insolvency proceedings not in excess of $2500 (other than 
and commingled or deposited in a fixtures, see Section 9-313), a buyer 
bank account prior to the insolvency takes free of a security int.erest even 
proceedings less the amount of cash though perfected if he buys without 
proceeds received by the debtor and knowledge of the security interest, 
paid over to the secured party during for value and for his own personal, 
the ten day period. family or household purposes or his 

(5) If a sale of JtOOds results in own farming operations unless prior 
an account or chattef paper which is to the purchase the secured party has 
transferred by the seller to a secured filed a financing statement covering 
party, and if the goods are returned such goods. 
to or are repossessed by the seller Section 9-308. Purchase of Chat-
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tel Paper and Non-Negotiable In
struments. 

A purchaser of chattel paper or a 
non-negotiable instrument who gives 
!'e':" value ~nd takes possession of 
it m the ordmary course of his busi
ness and without knowledge that the 
specific paper or instrument is sub
ject to a security interest has prior
ity over a security interest which is 
perfected under Section 9-304 (per
missive filing and temporary perfec
tion). A purchaser of chattel paper 
who gives new value and takes pos
session of it in the ordinary course 
of his business has priority over a 
security interest in chattel paper 
which is claimed merely as proceeds 
of inventory subject to a security in
terest (Section 9-306), even though 
he knows that the specific paper is 
subject to the security interest. 

Section 9-309. Protection of Pur
chasers of Instruments and Docu
ments. 

Nothing in this Article limits the 
rights of a holder in due course of a 
negotiable instrument (Section 3-
302) or a holder to whom a negotia
ble document of title has been duly 
negotiated (Section 7-501) or a 
bona fide purchaser of a security 
(Section 8-301) and such holders 
or purchasers take priority over an 
earlier security interest even though 
perfected. Filing under this Article 
does not constitute notice of the se
curity interest to such holders or 
purchasers. 

Section 9-310. Priority of Certain 
Liens Arising by Operation of Law. 

When a person in the ordinary 
course of .his business furnishes serv
ices or materials with respect to 
goods subject to a security interest, 
a lien upon goods in the possession 
of such person given by statute or 
rule of law for such materials or 
services takes prority over a perfect
ed security interest unless the lien 
is statutory and the statute express
ly provides otherwise. 

Section 9-311. Alienability of 
Debtor's Rights: Judicial Process. 

The debtor's rights in collateral 
may be voluntarily or involuntarily 
transferred (by way of sale, crea
tion of a security interest, attach
ment, levy, garnishment or other 
judicial process) notwithstanding a 
provision in the security agreement 
prohibiting any transfer or making 
the transfer constitute a default. 

Section 9-312. Priorities Among 

Conflicting Security Interests in the 
Same Collateral. 

( 1) The rules of priority stated in 
the following sections shall govern 
where applicable: Section 4--208 
with respect to the security interest 
of collecting banks in items being 
collected, accompanying documents 
and proceeds; Section 9-301 on cer
tain priorities; Section 9-304 on 
goods covered by documents; Section 
9-306 on proceeds and reposses
sions; Section 9-3_07 on buyers of 
goods; Section 9-308 on possessory 
against non-possessory interests in 
chattel paper or non-negotiable in
struments; Section 9-309 on secur
ity interests in negotiable instru
ments, documents or securities; Sec· 
tion 9-310 on priorities between per
fected security interests and liens by 
operation of law; Section 9-313 on 
security interests in fixtures as 
against i n t e r e s t s in real estate; 
Section 9-314 on security interests 
in accessions as against interest in 
goods; Section 9-315 on conflicting 
security interests where goods lose 
their identity or become part of a 
product; and Section 9-316 on con
tractual subordination. 

(2) A perfected security interes1 
in crops for new value given to ena· 
ble the debtor to produce the crop• 
during the production season anc 
given not more than three month• 
before the crops become growini 
crops by planting or otherwise take• 
priority over an earlier perfected se 
curity interest to the extent tha1 
such earlier interest secures obliga 
tions due more than six months be 
fore the crops become growing crop: 
by planting or otherwise, ever 
though the person giving new valrn 
had knowledge of the earlier secur 
ity interest. 

(3) A purchase money security in 
terest in inventory collateral has pri 
ority over a conflicting security inter 
est in the same collateral if 

(a) the purchase money security in 
terest is perfected at the time th• 
debtor receives possession of the col 
lateral; and 

(b) any secured party whose se 
curity interest is known to the hold 
er of the purchase money securit; 
interest or who, prior to the date o 
the filing made by the holder of th 
purchase money security interes1 
had filed a financing statement cov 
ering the same items or type of ill 
ventory, has received notification o 
the purchase money security interes 
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before the debtor receives possession cumbrance upon fixtures or real ea
of the collateral covered by the pur- tate pursuant to the law applicable 
chase money security interest; and to real estate. 

(c) such notification states that (2) A security interest which at-
the person giving the notice has or taches to goods before they become 
expects to acquire a purchase money fixtures takes priority as to the goods 
security interest in inventory of the over the claims of all perso1111 who 
debtor, describing such inventory by have an interest in the real estate 
item or type. except as stated in subsection (4). 

(4) A purchase money security in- (3) A security interest which at-
terest in col~a~ral other than i.n~n- taches to goods after they become 
tory has pnonty over a con1bcting fixtures is valid against all persons 
security interest in the same collater- subsequently acquiring interi!Bf;s in 
al if the purchase money security in- the real estate except as stated in 
terest is P!!rfected at. the time the subsection ( 4) but is invalid a,pin_at 
debtor receives posseSSlon of the col- any person with an interest in the 
lateral or within ten days thereafter. real estate at the time the llllCUritJ' 

(6) In all cases not governed by interest attaches to the aooda · whO 
othe! rules stated in this section (in- has not in writing co1111ented to the 
eluding cases of purchase money se- security interest or disclaimed an in
curity interests which do not qualify terest ln the goods as :fixtures 
for the special priorities set forth in (4) The security interest$ de
s!lbsectio~s .(3) and (4) of .th}s sec- scnbed in su~lons (2) and (3) 
t1on), :pnonty between conflicting se- do not take pnority over 
curity interests _in the same collateral (a) a subsequent purchaser far 
shall be determined as follows: value of any interest m the real ea-

(a) in the order of filing if both tate· or 
are perfected by filing, regardless of (b) a creditor with a lien on the 
which security interest attached first real estate subsequently obtained by 
under Section 9-204(1) and w~eth- judicial proceedings; or 
er it attached before or after filing; (c) a creditor with a prior encum-

(b) in the order of perfection un- brance of record on the real estate 
less both are perfected by filing, re- to the extent that he makes subse
gardless of which security interest quent advances 
attached first under Section 9- if the subsequent purchase is made, 
204 (1) and, in the case of a filed the lien by fudicial proceedingll is 
security interest, whether it attached obtained, or the subsequent advance 
before or after filing; and under the prior encumbrance is made 

(c) in the order of attachment or contracted for without 1m-1edre 
under Section 9-204(1) so long as of the security interest and before 1t 
neither is perfected. is perfected. A purchaser of the real 

( 6) For the purpose of the prior- estate at a foreclosure sale other 
ity rules of the immediately preced- than an encumbrancer 'P11!cllasinr at 
Ing subsection, a continuously per- his own foreclosure sale is a sultee
fected security interest shall be treat- quent purchaser within this 118Ction. 
ed at all times as if perfected by fil- (6) When under subsections (2) 
Ing if it was originally so perfected or (S) and ( 4) a secured party :&aS 
and it shall be treated at all times as priority over the claims of alf per
if perfected otherwise than by filing sons who have interests in the J:oeal 
if it was originally perfected other- estate, he may, on default, subject 
wise than by filing. to the provisions of Part 5, remove 

Section 9-818. Priority of Secur- his collateral from the real estate hut 
ity Interests in Fixtures. he must reimburse any encumbrancer 

( 1) The rules of this section do or owner of the real estate who is 
not apply to goods incorporated into not the debtor and who has not oth
a structure in the manner of lumber, erwise agreed for the cost of :repajr 
bricks, tile, cement, glass, mets! work of any :physical injury, but not for 
and the like and no security inter- any diminution in value of the real 
est in them exists under this Article estate caused by the absence of the 
unless the structure remains person- iroods removed or by any --1tl' 
al property under applicable law. for re~ng them. A persOll entitleil 
The law of this state other than this to :reunbursement may :refUlle per
Act determines whether and when mission to remove until the aec1ired 
other goods become fixtures. This Act party gives adequate security for the 
does not prevent creation of an en- Performance of this oblfl'ation. 
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Section 9-314. Accessions. person entitled to reimbursement 
(1) A security interest in goods may refuse permission to remove 

which attaches before they are in- until the secured party gives ade
stalled i~ ~r affixed to other goods quate security for the performance 
takes pnor1ty as to the goods in- of this obligation. 
stalled or affixed (called in this s•c-
tion "accessions") over the clai~s Section 9-315. Priority When 
of all persons to the whole except Goods Are Commingled or Processed. 
as stated in subsection (3) and sub- (1) If a security interest in goods 
ject to Section 9-315(1). was perfected and subsequently the 

(2) A security interest which at- goods or a part thereof have become 
taches to goods after they become part of a product or mass, the se
part of a whole is valid against all curity interest continues in the 
persons subsequently acquiring inter- product or mass if 
ests in the whole except as stated (a) the goods are so manufac
in subsection (3) but is invalid tured, processed, assembled or com
against any person with an interest mingled that their identity is lost 
in the whole at the time the security in the product or mass; or 
interest attaches to the goods who (b) a financing statement cover
has not in writing consented to the ing the original goods also covers the 
security interest or disclaimed an in- product into which the goods have 
terest in the goods as part of the been manufactured, processed or as-
whole. sembled. 

(3) The security interests de- In a case to which paragraph (b) 
scribed in subsections (1) and (2) applies, no separate security inter
do not take priority over est in that part of the original goods 

(a) a subsequent purchaser for which has been manufactured, proc
value of any interest in the whole; essed or assembled into the product 
or may be claimed under Section 9-

(b) a creditor with a lien on the 314. . 
whole subsequently obtained by ju- (2) When under .sub'!""tion (1) 
dicial proceedings; or more than one security interest at-

( c) a creditor with a prior per- taches to the produ~t or mass, th~y 
fected security interest in the whole rank equally according to the ratio 
to the extent that he makes subse- that th!' cost of t~e. goods to which 
quent advances each interest onginally attached 
if the subsequent purchase is made, bears to the cost of the total product 
the lien by judicial proceedings ob- or mass. 
tained or the subsequent advance un- Section 9-316. Priority Subject to 
der the prior perfected security in- Subordination. 
terest is made or contracted for with- Nothing in this Article prevents 
out knowledge of the security inter- subordination by agreement by any 
est and before it is perfected. A person entitled to priority. 
purchaser· of the whole at a fore- Section 9-317. Secured Party Not 
closure sale other than the holder Obligated on Contract of Debtor. 
of a perfected security interest pur- The mere existence of a security 
chasing at his own foreclosure sale interest or authority given to the 
is a subsequent purchaser within this debtor to dispose of or use collateral 
section. does not impose contract or tort lia-

( 4) When under subsections (1) bility upon the secured party for the 
or (2) and (3) a secured party has debtor's acts or omissions. 
an interest in accessions which has' Section 9-318. Defenses Against 
priority over the claims of all per- Assignee; Modification of Contract 
sons who have interests in the whole, After Notification of Assignment; 
he may on default subject to the Term Prohibiting Assignment Inef
provisions of Part 5 remove his col- fective; Identification and Proof of 
lateral from the whole but he must Assignment. 
reimburse any encumbrancer or own- ( 1) Unless an account debtor has 
er of the whole who is not the debtor made an enforceable agreement not 
and who has not otherwise agreed to assert defenses or claims arising 
for the cost of repair of any physical out of a sale as provided in Section 
injury but not for any diminution 9-206 the rights of an assignee are 
in value of the whole caused by the subject to 
absence of the goods removed or by (a) all the terms of the contract 
any necessity for replacing them. A between the account debtor and as-
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signor and any defense or claim 
arising therefrom; and 

(b) any other defense or claim of 
the account debtor against the as
signor which accrues before the ar
count debtor receives notification of 
the assignment. 

(2) So far as the right to payment 
under an assigned contract right has 
not already become an account, and 
notwithstanding notification of the 
assignment, any modification of or 
substitution for the contract made 
in good faith and in accordance with 
reasonable commercial standards is 
effective against an assignee unless 
the account debtor has otherwise 
agreed but the assignee acquires cor
responding rights under the modified 
or substituted contract. The assign
ment may provide that such modifica
tion or substitution is a breach by 
the assignor. 

(3) The account debtor is author
ized to pay the assignor until the ac
count debtor receives notification that 
the account has been assigned and 
that payment is to be made to the 
assignee. A notification which does 
not reasonably identify the rights as
signed is ineffective. If requested by 
the account debtor, the assignee must 
seasonably furnish reasonable proof 
that the assignment has been made 
and unless he does so the account 
debtor may pay the assignor. 

( 4) A term in any contract between 
an account debtor and an assignor 
which prohibits assignment of an ac
count or contract right to which they 
are parties is ineffective. 

PART 4 
FILING 

Section 9-401. Place of Filing; 
Erroneous Filing; Removal of Col
lateral. 

( 1) The proper place to file in 
order to perfect a security interest is 
as follows: 

(a) When the collateral is equip
ment used in farming operations, or 
farm products, or accounts, contra<"t 
rights or general intangibles arising 
from or relating to the sale of farm 
products by a farmer, or consumer 
goods, then in the office of the Coun
ty Clerk in the county of the debtor's 
residence or if the debtor is not a 
resident of this state then in the 
office of the County Clerk in the coun
ty where the goods are kept, and in 
addition when the collateral is crops 
in the office of the County Clerk 
in the county where the land on which 

the crops are growing or to be grown 
is located; 

(b) when the collateral is goods 
which at the time the security in
terest attaches are or are to become 
fixtures, then in the office where a 
mortgage on the real estate con
cerned would be filed or recorded; 

( c) in all other cases, in the office 
of the Secretary of State. 

(2) A filing which is made in good 
faith in an improper place or not in 
all of the places required by this 
section is nevertheless effective with 
regard to any collateral as to which 
the filing complied with the require
ments of this Article and is also ef
fective with regard to collateral cov
ered by the financing statement 
against any person who has knowl
edge of the contents of such financing 
statement. 

(3) A filing which is made in the 
proper county continues effective for 
four months after a change to an
other county of the debtor's residence 
or place of business or the location 
of the collateral, whichever controlled 
the original filing. It becomes ineffec
tive thereafter unless a copy of the 
financing statement signed by the 
secured party is filed in the new 
county within said period. The secur
ity interest may also be perfected in 
the new county after the expiration 
of the four-month period; in such 
case perfection dates from the time 
of perfection in the new county. A 
change in the use of the collateral 
does not impair the effectiveness of 
the original filing. 

( 4) If collateral is brought into 
this state from another jurisdiction, 
the rules stated in Section 9-103 de
termine whether filing is necessary in 
this state. 

Section 9-402. Formal Requisites 
of Financing Statement; Amend
ments. 

( 1) A financing statement is suffi
cient if it is signed by the debtor and 
the secured party, gives an· address 
of the secured party from which in
formation concerning the security in
terest may be obtained, gives a mail
ing address of the debtor and con
tains a statement indicating the 
types, or describing the items, of col
lateral. A financing statement may 
be filed before a security agreement 
is made or a security interest other
wise attaches. When the financing 
statement covers crops growing or 
to be grown or goods which are or 
are to become fixures, the statement 
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must also contain a description of 
the real estate concerned. A copy of 
the security agreement is sufficient as 
a financing statement if it contains 
the above information and is signed 
by both parties. 

(2) A financing statement which 
otherwise complies with subsection 
(1) is sufficient although it is signed 
only by the secured party when it is 
filed to perfect a security interest 
in 

(a) collateral already subject to a 
security interest in another jurisdic
tion when it is brought into this 
state. Such a financini>; statement 
must state that the collateral was 
brought into this state under such 
circumstances. 

(b) proceeds under Section 9-306 
if the security interest in the original 
collateral was perfected. Such a fi
nancing statement must describe the 
original collateral. 

( 3) A form substantially as folows 
is sufficient to comply with subsection 

though it contains minor errors which 
are not seriously misleading. 

Section 9-403. What Constitutes 
Filing; Duration of Filing; Effect of 
Lapsed Filing; Duties of Filing Offi
cer. 

( 1) Presentation for filing of a 
financing statement and tender of the 
filing fee or acceptance of the state
ment by the filing officer constitutes 
filing under this Article. 

( 2) A filed financing statement 
which states a maturity date of the 
obligation secured of five years or less 
is effectiYe until such maturity date 
and thereafter for a period for sixty 
days. Any other filed financing state
ment is effective for a period of five 
years from the date of filing. The ef
fectiveness of a file.d financing state
ment lapses on the expiration of such 
sixty day period after a stated ma
turity date or on the expiration of 
such five year period, as the case may 
be, unless a continuation statement is 
filed prior to the lapse. Upon such 
lapse the security interest becomes (1): 

Name of debtor (or assignor).. unperfected. A filed financing state-
··············-··-·· ment which states that the obliga-

Address ...... ..... .. . . ......... ....... .......... ... ti on secured is payable on demand is 
Name of secured party (or assignee) effective for five years from the date 

of filing. 
Address ............ . 
1. This financing statement covers 

the following types (or items) of 
property: (Descl'ibe) 

(3) A continuation statement may 
be filed by the secured party ( i) with
in six months before and sixty days 
after a stated maturity date of five 
years or less, and (ii) otherwise with-

2. <if°"c~iiate~a·i··1~--c~~j;~) The ab~;,;;; in six months prior to the expiration 
described crops are growing or of the five year period specified in 
are to be grown on: (Describe subsection (2). Any such continuation 
Real Estate) statement must be signed by the 

3. (If collateral is goods which are secured party, identify the orig
or are. to become fixtures) The inal statement by file number and 
above described goods are affixed state that the original statement is 
or to be affixed to: (Describe Real still effective. Upon timely filing of 
Estate) . . ........................................ the continuation statement, the effec-

4. (If proceeds or products of col- tiveness of the original statement is 
lateral are claimed) Proceeds- continued for five years after the last 
Products of the collateral are date to which the filing was effec-
also covered. tive whereupon it lapses in the same 
Signature of Debtor manner as provided in subsection (2) 

unless another continuation state-
( or Assignor) ···· ·· ···· · ment is filed prior to such lapse. Suc-
Signature of Secured ceeding continuation statements may 
Party (or Assignee) · ··········· be filed in the same manner to con-

( 4) The term "financing statement" tinue the effectiveness of the ol'ig-
as used in this Article means the inal statement. Unless a statute on 
01·iginal financing statement and any disposition of public records provides 
amendments but if any amendment otherwise, the filing officer may re· 
adds collateral, it is effective as io move a lapsed statement from the 
th~ added collateral only from the files and destroy it. 
filing date of the amendment. (4) A filing officer shall mark ead 

(5) A financing statement substan- statement with a consecutive file 
tially complying with the require- number and with the date and hom 
ments of this section is effective even of filing and shall hold the statemen1 
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for public inspection. In addition the 
filing officer shall index the state
ments according to the name of the 
debtor and shall note in the index the 
file number and the address of the 
debtor given in the statement. 

(5) The uniform fee for filing, in
dexing and furnishing filing data for 
an original or a continuation state
ment shall be $1.00. 

Section 9-404. Termination State
ment. 

{ 1) Whenever there is no ou tstand
ing secured obligation and no com
mitment to make advances, incur ob
ligations or otherwise give value, the 
secured party must on written de
mand by the debtor send the debtor 
a statement that he no longer claims 
a security interest under the financ
ing statement, which shall be identi
fied by file number. A termination 
statement signed by a person other 
than the secured party of record must 
include or be accompanied by the as
signment or a statement by the se
cured party of record that he has as
signed the security interest to the 
signer of the termination statement. 
The uniform fee for filing and index
ing such an assignment or statement 
thereof shall be $0. 75. If the affected 
secured party fails to send such a 
termination statement within ten 
days after proper demand there
for he shall be liable to the debtor 
for one hundred dollars, and in ad
dition for any loss caused to the 
debtor by such failure. 

(2) On presentation to the filing 
officer of such a termination state
ment he must note it in the index. 
The filing officer shall remove from 
the files, mark "terminated" and 
send or deliver to the secured party 
the financing statement and any con
tinuation statement, statement of as
signment or statement of release per
taining thereto. 

(3) The uniform fee for filing and 
indexing a termination statement in
cluding sending or delivering the fi
nancing statement shall be $1.00. 

Section 9-405. Assignment of Se
curity Interest; Duties of Filing Offi
cer; Fees. 

(1) A financing statement may dis
close an assignment of a security in
terest in the collateral described in 
the statement by indication in the 
statement of the name and address 
of the assignee or by an assignment 
itself or a copy thereof on the face 
or back of the statement. Either the 
original secured party or the assignee 

may sign this statement as the se
cured party. On presentation to the 
filing officer of such a financing state
ment the filing officer shall mark the 
same as provided in Section 9-403 
(4). The uniform fee for filing, in
dexing and furnishing filing data for 
a financing statement so indicated 
an assignment shall be $1.50. 

(2) A secured party may assiirn of 
record all or a part of his nghts 
under a financing statement by the 
filing of a separate written state
ment of assignment signed by the 
secured party of record and setting 
forth the name of the secured party 
of record and the debtor, the file 
number and the date of filing of 
the financing statement and the 
name and address of the assignee 
and containing a description of the 
collateral assigned. A copy of the as
signment is sufficient as a separate 
statement if it complies with the 
preceding sentence. On presentation 
to the filing officer of such a separate 
statement, the filing officer shall mark 
such separate statement with the date 
and hour of the filing. He shall note 
the assignment on the index of the 
financing statement. The uniform fee 
for filing, indexing and furnishing 
filing data about such a separate 
statement of assignment shall be 
$1.00. 

( 3) After the disclosure or filing 
of an assignment under this section, 
the assignee is the secured party of 
record. 

Section 9-406. Release of Collat
eral; Duties of Filing Officer; Fees. 

A secured party of record may by 
his signed statement release all or 
a part of any collateral described in 
a filed financing statement. The state
ment of release is sufficient if it con
tains a description of the collateral 
being released, the name and ad
dress of the debtor, the name and 
address of the secured °1>8rtT• and the 
file number of the financing state
ment. Upon presentation of such a 
statement to the tiling officer he shall 
mark the statement with the hour 
and date of filing and shall note 
the same upon the margin of the in
dex of the filing of the financing 
statement. The uniform fee for filing 
and noting such a statement of re
lease shall be $1.00. 

Section 9--407. Information from 
Filing Officer. 

{ 1) If the person filing any financ
ing statement, termination statement, 
statement of assignment, or state-
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ment of release, furnishes the filing 
officer a copy thereof, the filing offi
cer shall upon request note upon 
the copy the file number and date 
and hour of the filing of the original 
and deliver or send the copy to such 
person. 

(2) Upon request of any pernon, 
the filing officer shall issue his cer
tificate showing whether there is on 
file on the date and hour stated 
therein, any presently effective fi
nancing statement naming a partic
ular debtor and any statement of as
signment thereof and if there is, giv
ing the date and hour of filing of 
each such statement and the names 
and addresses of each secured party 
therein. The uniform fee for such 
a certificate shall be $1.00 plus $1.00 
for each financing statement and for 
each statement of assignment report
ed therein. Upon request the filing of
ficer shall furnish a copy of any filed 
financing statement or statement of 
assignment for a uniform fee of 
$1.00 per page. 

Section 9--408. Prescribed Forms: 
Appropriation of Fees to Secretary 
of State. 

(1) The Secretary of State may 
prescribe the forlllJl to be used in 
making any filing or in requesting 
any information of the filing officer 
under this Article. Where the Secre
tary of State has prescribed the form 
and a person fails to use this form, 
the fee shall be twice that specified 
in the preceding sections. 

(2) The filing and other fees paid 
to the Secretary of State under this 
Article shall be deposited in the Gen
eral Revenue Fund of the State 
Treasury .. For the administration of 
Act's provisions respecting the Sec
retary of State, there is hereby 
appropriated from the General Rev
enue Fund to the Secretary of State 
the amount of $15,150 for personal 
services, consumable supplies and 
materials, current and recurring op
erating expense and capital outlay 
for the fiscal year ending August 31, 
1966; and $20,880 for those same pur
poses for the fiscal year ending Au
gust 31, 1967. 

PART 5 
DEFAULT 

Section 9-501. Default; Procedure 
When Security Agreement Covers 
Both Real and Personal Property. 

(1) When a debtor is in default 
under a security agreement, a se
cured party has the rights and rem-

edies provided in this Part and ex
cept as limited by subsection ( 3) 
those provided in the security agree
ment. He may reduce his claim to 
judgment, foreclose or otherwise en
force the security inte1·est by any 
available judicial procedure. If the 
collateral is documents the secured 
party may proceed either as to the 
documents or as to the goods cov
ered thereby. A secured party in 
possession has the rights, remedies 
and duties provided in Section 9-
207. The rights and remedies re
ferred to in this subsection are cum
ulative. 

(2) After default, the debtor has 
the rights and remedies provided in 
this Part, those provided in the se
curity agreement and those provid
ed in Section 9-207. 

(3) To the extent that they give 
rights to the debtor and impose du
ties on the secured party, the rules 
stated in the subsections referred to 
below may not be waived or varied 
except as provided with respect to 
compulsory disposition of collateral 
(subsection ( 1) of Section 9-505) 
and with respect to redemption of 
collateral (Section 9-506) but the 
parties may by agreement determine 
the standards by which the fulfill
ment of these rights and duties is to 
be measured if such standards are 
not manifestly unreasonable: 

(a) subsection (2) of Section 9-
502 and subsection (2) of Section 
9-504 insofar as they require ac
counting for surplus proceeds of col
lateral; 

(b) subsection (3) of Section 9-
504 and subsection (1) of Section 
9-505 which deal with disposition 
of collateral; 

(c) subsection (2) of Section 9-
505 which deals with acceptance of 
collateral as discharge of obligation; 

(d) Section 9-506 which deals 
with redemption of collateral; and 

( e) subsection ( 1) of Section 9-
507 which deals with the secured 
party's liability for failure to com
ply with this Part. 

( 4) If the security agreement cov
ers both real and personal property, 
the secured party may proceed under 
this Part as to the personal property 
or he may proceed as to both tl.te 
real and the personal property m 
accordance with his rights and rem
edies in respect of the real property 
in which case the provisions of this 
Part do not apply. 
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(5) When a secured party has re- nated by the secured party which is 
duced his claim to judglnent the lien reasonably convenient to both parties. 
of any levy which may be made Without removal, a aecured party 
upon his collateral by virtue of any may render equipment unusable, and 
execution based upon the judgment may dispose of collateral on the debt
shall relate back to the date of. the or's premises under Section 9--604. 
perfection of the security interest in Section 9-504. Secured P&l'ty's 
such collateral. A judicial sale, pur- Right to Dispose of Collateral After 
suant to such execution, is a fore- Default· Effect of Disposition. 
c;los.u!8 of the secm:ity; interest by (1) A secured party af!er default 
~udic1al P?"<>C8dU!8 within the mean- may sell, lease or othel'WJlle dispose 
mg of this section, and the secured of any or all of the collateral in its 
party may purchase at the sale and then condition or following any eom
thereafter hold ~e collateral ~ree of mercially reasonable preparation or 
a.nY other reqwrements of this Ar- processing. Any sale of goods is sub
bcle. ject to the Article on Sales (Article 

Section 9-502. Collection Rights 2). The proceeds of disposition shall 
of Secured Party. be applied in the order following to 

(1) When so agreed and in any (a) the reasonable 1!XJ18nse& of re-
event on default the secured party taking, holding, prepanng for sale, 
is entitled to notify an account debt- selling and the like and, to the ex
or or the obligor on an instrument tent provided for in the qreement 
to make payment to him whether or and not prohibited by law, the rea
not the assignor was theretofore sonable attorneys' fees and legal ex
making collections on the collateral, penses incurred by the aecured party; 
and also to take control of any pro- (b) the satisfaction of indebted
ceed~ to which he is entitled under ness secured by the aecurity interest 
Section 9--306. under which the disposition is made; 

(2) .A sec?red party who by agree- (c) the satisfaction of. indebted-
ment 1s entitled to charge back un- ness secured by any subordinate se
collected collateral or otherwise to curity interest in the collateral if 
full or limited recourse against the written notification of demand there
debtor and who understakes to col- for is received before distribution of 
lect from the account debtors or ob- the proceeds is completed. U re<111est
ligors must proceed in a commercial- ed by the secured party, the Jiolder 
ly reasonably manner and msy de- of a subordinate security interest 
~uc~ his reasonable expel!-ses of real- must seasonably furnish reasonable 
1zation from the collections. If the proof of his interest and unless he 
security agreement secures an indebt- does so, the secured 'party need not 
edness, the secured party must ac- comply with his demand. 
count to the debtor .for any surplus, (2) If the security interest se
and u~ess. otherwise agreed., the cures an indebtedness, the secured 
debtor. 1s hable for . any defic1en~y. party must account to the debtor for 
But, 1f the underlying transaction any sUl"J)}us, and, unless otherwise 
v.:as a sale of accounts, contract agreed, the debtor is liable for any 
!lghts? or chattel paper, the. dl!btor deficiency. But if the underlJing 
1s entitled to. any surplu~ or 1s liable transaction was a sale of accounts, 
~or any deficiency only; 1f the secur- contract rights, or chattel paper, the 
1ty agreement so provides. debtor is entitled to any liurplus or 

Section 9-503. Secured Party's is liable for any deficiency onlr if 
Right to Take Possession After De- the security agreement so . provides. 
fault. (3) Disposition of the collateral 

Unless otherwise agreed a secured may be by public or private proceed
party has on default the right to ings and may be made by way of 
take possession of the collateral. In o!1e oi: ~ore contracts. Sale !'r oth!ll" 
taking possession a secured party disposition may be as. a umt or m 
may proceed without judicial process parcels and at any time and place 
if this can be done without breach and on any terms but evffrf aspect 
of the race or may proceed by ac- of the dispositi!>n including the meth
tion. I the security agreement so od, manner, tim!', place and terms 
provides the secured party may re- must be commi!ft1ally 1"8&sO'll&ble. Un
quire the debtor to assemble the col- less collater~ 1S perillha~e or threat
lateral and make it available to the ens to decline sJ>eeclily in value or 
secured party at a place to be desig- is of a type customarily sold on a 
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recognized market, reasonable noti
fication of the time and place of any 
public sale or reasonable notification 
of the time after which any private 
sale or other intended disposition is 
to be made shall be sent by the se
cured party to the debtor, and except 
in the case of consumer goods to any 
other person who has a security in
terest in the collateral and who has 
duly filed a financing statement in
dexed in the name of the debtor in 
this state or who is known by the 
secured party to have a security in
terest in the collateral. The secured 
party may buy at any public sale 
and if the collateral is of a type 
customarily sold in a recognized mar
ket or is of a type which is the sub
ject of widely distributed standard 
price quotations he may buy at 
private sale. 

(4) When collateral is disposed of 
by a secured party after default, the 
disposition transfers to a purchaser 
for value all of the debtor's rights 
therein, discharges the security in
terest under which it is made and 
any security interest or lien sub
ordinate thereto. The purchaser takes 
free of all such rights and interests 
even though the secured party fails 
to comply with the requirements of 
this Part or of any judicial proceed
ings 

(a) in the case of a public sale, 
if the purchaser has no knowledge of 
any defects in the sale and if he 
does not buy in collusion with the 
secured party, other bidders or the 
person conducting the sale; or 

(b) in any other case, if the pur
chaser acts in good faith. 

(5) A person who is liable to. a 
secured party under a guaranty, .m
dorsement, repurchaser agreement or 
the like and who receives a transfer 
of collateral from the secured party 
or is subrogated to his rights has 
thereafter the rights and duties of 
the secured party. Such a transfer of 
collateral is not a sale or disposition 
of the collateral under this Article. 

Section 9-505. Compulsory Dispo
sition of Collateral; Acceptance of 
the Collateral as Discharge of Ob
ligation. 

( 1) If the debtor has paid sixty 
per cent of the cash price in the 
case of a purchase money secu;rity 
interest in consumer goods or sixty 
per cent of the loan in the case of 
another security interest in consum
er goods, and has not signe~ after 
default a statement renouncmg or 

modifying his rights under this Part 
a secured party who has taken pos
session of collateral must dispose of 
it under Section 9-504 and if he 
fails to do so within ninety days 
after he takes possession the debtor 
at his option may recover in con· 
version or under Section 9-507 ( 1) 
on secured party's liability. 

(2) In any other case involving 
consumer goods or any other collater
al a secured party in possession may, 
after default, propose to retain the 
collateral in satisfaction of the obli
gation. Written notice of such pro
posal shall be sent to the debtor and 
except in the case of consumer goods 
to any other secured party who has 
a security interest in the collateral 
and who has duly filed a financing 
statement indexed in the name of 
the debtor in this state or is known 
by the secured party in possession to 
have a security interest in it. If the 
debtor or othe1· person entitled to 
receive notification objects in writing 
within thirty days from the receipt 
of the notification or if any other 
secured party objects in writing 
within thirty <lays after the secured 
party obtains possession the secured 
party must dispose of the collateral 
under Section 9-504. In the absence 
of such written objection the secured 
party may retain the collateral in sat
isfaction of the debtor's obligation. 

Section 9-506. Debtor's Right to 
Redeem Collateral. 

At any time before the secured 
party has disposed of coll::o-teraI or 
entered into a contract for its dispo
sition under Section 9-504 or before 
the obligation has been discharged 
under Section 9-505 (2) the debtor 
or any other secured par~y may_ ~.m
less otherwise agreed .m writmg 
after default redeem the collateral 
by tendering fulfillment of all obli
gations secured by the collateral as 
well as the expenses reasonably in
curred by the secured party in re
taking, holding and preparing the 
collateral for disposition, in arrang
ing for the sale, and to the extent 
provided in the agreement and not 
prohibited by law, his reasonable at
torneys' fees and legal expenses. 

Section 9-507. Secured Party's 
Liability for Failure to Comply 
With This Part. 

( 1) If it is established that the se
cured party is not proc.e~ding in a~
cordance with the provisions of this 
Part disposition may be ordered or 
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restrained on appropriate terms and (1926), as amended by Tex. s-. 
conditions. If the disposition has oc- Laws 1961, ch. 109. 
curred the debtor or any person en- Tex. Rev. Civ. Stat. art. 667 
titled to notification or whose secur- (1926), as amended by Tex. Seas 
ity interest has been made known to Laws 1936, ch. 269. · 
the secured party prior to the dispo- Tex. Rev. Civ. Stat. arta 668-671, 
sition has a right to recover from 575, 576 (1926). 
the secured party any loss caused by Tex. Seas. La'Wll 1948, ch. 9'1, chap. 
a failure to comply with the provi- VII, arts. 1-6, 11, 12, as amended 
sions of this Part. If the collateral is Tex. Sess. Laws 1967, ch. 434 (com
consumer goods, the debtor has a piled as Vern. Tex. Civ. Stat. Ami.. 
right to recover in any event an arts 342-701-706; and arts. 3'2-711 
amount not less than the credit serv- and 342-712). 
ice charge plus ten per cent of the Tex. Rev. Civ. Stat. art 4000 
principal amount of the debt or the (1926), as amended Tex. Seas. La'Wll 
time price differential plus ten per 1949, ch. 82 and Tex. Seas. Laws 
cent of the cash price. 1936, ch. 116. 

(2) The fact that a better price Tex. Rev. Civ. Stat. arf:8. 4001-08 
could have been obtained by a sale (1926), as amended by Tex. Seas. 
at a different time or in a different Laws 1961, ch. 328. 
method from that selected by the se- Tex. Rev. Civ. Stat. arta. 890-98 
cured party is not of itself su111eient (1925). 
to establish that the sale was not Tex. Rev. Civ. Stat. arts. 6612-66 
made in a commercially reasonable (1926). 
manner. If the secured party either Tex. Rev. Civ. Stat. arts. 6676-76 
sells the collateral in the uaual man- ( 1925) . 
ner in any recognized market there- Tex. Rev. Civ. Stat. arts. 6604-07, 
for or if he sells at the price current 6609. 
in such market at the time of his Tex. Seas. Laws 1961, ch. 286, 
sale or if he has otherwise sold in arts. 6.01-.24; (compiled as Veni. 
conformity with reasonable commer- Tex. Civ. Stat. Ann. arta. 1J02-6,0l 
cial practices among dealers in the -1302-6.24). 
type of pro~ sold he has sold in Tex., S.S. Laws 18, ch. 808 
a commercially reasonable manner. (compiled as Vern. Tex. Ohr. stat. 
The principles stated in the two p!'I!- Ann. art. 6499a-61). 
ceding sentences with respect to sales Tex. Bev. Civ. S'tat. arts. 6489-H 
also apply as may be appropriate to (1926), as amended and •11111-t
other types of disposition. A dispo- ed by Tex. Seas. Lawa lN'f.Ch. ltl; 
sition which has been approved in Tex. Seas. Lawa 1988, ch. il'r; Tex. 
any judicial J.>roceeding or by any Sass. LaWll 1968, ch. 291. 
bona fide creditors' committee or rep- Tex. Seas. Laws lM&, ch. 483, as 
resentative of creditors shall con- amended !IT Tex. Seu. Law 1966, 
elusively be deemed to be eommer- ch. 806; Tex. Seas. Lawa 1957, eh. 
cially reasonable, but this sentence 348; (complied as Vern. Tu. Oiv. 
does not indicate that any such ap- Stat. Ann. arts. 260-1). 
proval must be obtained in any case Tex. Seas. Laws 1N'1, ell. 180, u 
nor does it indicate that any dispo- amended by Tex. Seas. Laws 1966, 
sition not so approved is not com- ch. 178; (compiled as Vern. Tex. 
mercially reasonable. Civ. Stat. Ann. art. ~· 

ARTICLE 10 in~2)bet~!:~ Zt. en= 
EFFECTIVE DA TE AND fied in Section 10-101 .and the 

REPEALER rights, duties and intel'eltB lowing 
Section 10-101. Effective Date. from them remain valid thenaftei-
This Act shall become effective at and may be terminated, -pleted, 

midnight on June 30, 1966. It applies consu~ted or enforced u ftqllil'ed 
to transactions entered into and or permitted by any statute or other 
events occurring after that date. law amended or repealed by this Act 
~e~t!on }0-~02. ~f~cltic Repealer; ~th::f"h~pelll or amendment 

VlBlOn or rallSl ion. Section 10-108 General BeDealer 
( 1) The following acts and all Except as provided iJ1 the follow: 

other acts and parts of acts incon- mg section all acts and puts of 
sistent herewith are hereby repealed: acts inconsistent with thia Act an 

Tex. Rev. Civ. Stat. arts 6932-48 hereby repealed. 
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Section 10--104. Laws Not Re
pealed. 

(1) The Article on Documents of 
Title (Article 7) does not repeal or 
modify any laws prescribing the form 
or contents of documents of title or 
the services or facilities to be afford
ed by bailiees, or otherwise regulat
ing bailees' businesses in respects 
not specifically dealt with herein; but 
the fact that such laws are violated 
does not affect the status of a docu
ment of title which otherwise com
plies with the definition of a docu
ment of title (Section 1-201). 

(2) This Act does not repeal Tex. 
Rev. Civ. Stat. Ann. art. 582-1, cited 
as the Uniform Act for the Simplifi
cation of Fiduciary Security Trans
fers, and if in any respect there is 
any inconsistency between that Act 
and the Article of this Act on invest
ment securities (Article 8) the pro
visions of the former Act shall con
trol. 

(3) This Act does not repeal nor 
diminish Chapter 269, Acts 55th 
Legislature, 1957, as amended (com
piled as Vernon's Texas Civil Sta
tutes Annotated, Article 581, and 
known as The Texas Securities Act). 
If in any respect there is any incon
sistency between that Act and this 
Act the provisions of the former Act 
control. 

( 4) Acts 52nd Legislature, 1951, 
Chapter 195, is amended to read as 
follows: 

"Section 1. APPLICATION OF 
LAW. The provisions of this Act 
apply to mortgages, deeds of trust 
and other security instruments and 
agreements executed by and to se
cure the pa)'ment of bonds, notes, or 
other obligations of any persons (See 
Section 1-201), engaged in this 
State in one or more of the following 
activities~ 

(a) the generation, manufacture, 
transmission or distribution and sale 
of electric energy and power; 

(b) the transportation, distribution 
and sale through local distribution 
system of natural or other gas for 
domestic, commercial, industrial or 
any other use; 

(c) the ownership or operation. of 
any pipeline for the transportation 
or sale of natural gas, crude oil or 
petroleum product~ to other _Pip71ine 
companies, refiner~es, ~o~al dist_ribut
ing systems, mumcpahties or mdus
trial consumers ; 

( d) the provision of telephone or 
telegraph service to others; and 

( e) the production, transmission or 
distribution and sale of steam or 
water; and 

(f) the operation of a railroad. 
"Section 2. Filing Requirements. 

Any mortgage, deed of trust or other 
security instruments or agreement 
executed by any person described in 
Section 1 which by its terms subjects 
to the lien thereof property then 
owned or property to be acquired by 
the person subsequent to the execu
tion by it of the security instrument, 
or agreement, or both kinds of prop
erty, upon the deposit thereof for rec
ord in the office of the county clerk of 
any county and payment of the statu
tory recording fees constitutes notice 
of the lien as to the property situated 
in that county and described in the in
strument or agreement and upon 
compliance with the provisions of 
Section 3 of this Act also constitutes 
notice of the lien as to the property 
in that county acquired by the per
son subsequent to the execution and 
deposit for record in the county of 
the security instrument or agreement. 
The county clerk shall maintain a 
separate index with respect to the 
liens upon property concerning which 
notice is given by complying with this 
Act. 

"Section 3. After-Acquired Proper
ty Clause. Any security instrument 
or agreement described in Section 2 
which grants a lien upon after-ac
quired property constitutes notice of 
the lien thereof as to any property 
acquired by the person subsequent 
to the execution of the security in
strument or agreement upon the de
posit for record in the office of the 
county clerk of 

(a) the mortgage, deed of trust, 
or other security instrument or agree
ment; and 

(b) an affidavit of the president, 
vice president, treasurer or secretary 
of the person which executed the se
curity instrument or agreement set
ting forth that the person which ex
ecuted the security instrument or 
agreement is oi:ie of the persons d~
scribed in Section 1, which affidavit 
shall follow immediately after the 
signatures and acknowled!l"em~nt of 
those executing the security mstru
ment or agreement. 

Each security instrument or agree
ment of the class to which the pro
visions of this section apply shall 
have typed or printed con~picu?usl.Y 
on the title page the followmg: This 
Instrument Contains After-acquired 
Property Provisions.' 
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"Section 4. Change of Mortgagor's 
Corporate Name. Any person de
scribed in Section 1 which has exe
cuted a security instrument or agree
ment within the terms of this Act 
which, subsequent to the execution 
and deposit for record of the security 
instrument or agreement, changes its 
name or merges or consolidates with 
another person, shall promptly de
posit for record in the office of the 
county clerk in each county in which 
is situated property of the person 
an affidavit or other evidence of the 
change of name, merger or consoli
dation, setting forth the name of the 
person after the change, merger or 
consolidation. Until the affidavit or 
other evidence of change of name, 
merger or consolidation is deposited 
as required, the security instrument 
or agreement deposited for record 
does not constitute notice as to prop
erty acquired by the person succeed
ing the original mortgagor. 

"Section 5. Duration of Recordation 
as Notice. With respect to a lien 
granted upon goods which are fix
tures or are to become fixtures and 
upon personal property (See Section 
9-102(1)) which is granted by a se
curity instrument or agreement fall
ing within the terms of this Act, a 
security instrument or agreement de
posited for record in accordance with 
this Act is effective as notice of the 
lien for ten years from the date of 
the deposit for record. Within six 
months prior to the expiration of this 
ten-year period, the mortgagee or 
mortgagor may deposit for record a 
continuation statement. The continu
ation statement must be signed by 
the mortgagee or mortgagor, identify 
the security instrument or agreement 
and any supplements by file number 
or by recording data and state that 
the security instrument or agreement, 
as supplemented, is still effective. 
Upon a timely filing for record of 
the continuation statement with the 
county clerk in the county in which 
property upon which a lien is claimed 
or sought is situated, the effective
ness of the security instrument or 
agreement, as supplemented, is con
tinued for ten years after the last 
date to which the recordation was 
effective whereupon it again lapses 
unless another continuation statement 
is filed for record prior to the lapse. 
However, any lien upon goods which 
are fixtures or are to become fixtures 
and upon personal property which 
was perfected by complying with the 
provisions before July 1, 1967 shall 

remain perfected until July 1, 1977, 
without depositing for record the 
continuation statement described in 
this section. To continue such a lien 
beyond July 1, 1977, a continuation 
statement must be deposited in ac
cordance with this section by July 1, 
1977. 

"Section 6. Act Cumulative. The 
provisions of this Act are cumulative 
of other laws concerning the execu
tive, filing and recording of mort
gages, deeds of trust and other se
curity instruments or agreements. No 
lien perfected by the filing or record
ing of the security instrument or 
agreement prior to the eft'ective date 
of this Act is impaired, invalidated 
or otherwise affected by any provi
sion of this Act." 

Section 10---105. Emergency Clause. 
Because a majority of the states in 
this nation, including all major com
mercial states and three of the states 
which border this State, have adopted 
laws substantially similar to this 
Act and uniformity with these states 
in the commercial law of this State, 
as well as certainty and clarity in 
many areas which are now unclear, 
are essential to the commercial life 
of this State, an imperative public 
necessity and an emergency exists, 
due to which the Constitutional Rule 
requiring bills to be read on three 
several days in each house is hereby 
suspended. 

The Conference Committee Report 
was read and was adopted by the 
following vote: 

Aikin 
Bates 
Blanchard 
Calhoun 
Colson 
Creighton 
Crump 
Hall 
Hardeman 
Harrington 
Hazlewood 
Herring 
Hightower 

Cole 
Dies 
Patman 

Yeas-26 

Kaz en 
Kennard 
Krueger 
Moore 
Parkhouse 
Reagan 
Richter 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Nays-5 

Ratliff 
Rogers 

Absent--iExcused 

Watson 
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Senate Resolution 713 

Senator Bates offered the follow
ing resolution: 

Whereas, Senator Criss Cole of 
Harris County, who was first elected 
to the Texas Senate in 1962 after 
sen·ing eight years as a member of 
the Texas House of Representati,·es, 
has been named outstanding disabled 
veteran for the State of Texas for 
1965; and 

Whereas, A scroll signifying the 
high honor accorded Senator Cole 
will be presented to him by the Dis
abled American Veterans of Texas, 
who were responsible for his selec
tion; and 

Whereas, This award is but one 
of many which Senator Cole has re
ceived in tribute to his exceptional 
ability, his tenacity in overcoming 
the great handicap of blindness, 
which resulted from his heroic service 
as a member of the U. S . .Marines, 
when he was wounded by a Japanese 
hand grenade during a mission on 
Tarawa; he has been recognized in 
the field of achievement by the 
Wrangling Wrecks of Houston, the 
Blinded Veterans Association, the 
Texas-Louisiana Chapter of the As
sociation of Physical and Mental Re
habilitation, the Texas Federation of 
the Blind, the 1960 Annual Outstand
ing Alumni Award from the Univer
sity of Houston College of Law, and 
the Vocational Agricultural Teachers 
Association of Texas; and 

Whereas, This veteran of service 
in Iceland, New Zealand, Guadalcanal 
and Tarawa, during World War II, 
is beloved by his fellow members of 
the Texas Legislature, and he and 
his wonderiul Seeing-Eye Dog, Toni, 
are familiar figures in capitol corri
dors as they make their way, with
out faltering, to the offices and halls 
of the Legislature; and 

Whereas, It is appropriate that 
Senator Cole receive the great tribute 
accorded him by the Disabled Ameri
can Veterans of Texas before his 
good friends, his colleagues and asso
ciates in the Texas Legislature; now, 
therefore, be it 

Resolved, By the Senate of the 
State of Texas, That officials of the 
Disabled American Veterans be in
vited to attend the session of the 
Senate of the 59th Legislature on 
May 20, 1965, at 11 :00 A. M., for 
the ceremony of presentation to Sen
ator Criss Cole of the illuminated 
scroll naming him the Outstanding 
Disabled Veteran of the State of 

Texas for 1965, and placini.r him in 
nomination ag the Texas candidate 
for the national award: and be it 
further 

Resolved, That tht• Secretary of tht• 
Senate be authorized to forward an 
official copy of thi5 re~olution of in
,·itation to ~Ir. Rov W. Porter, offi
cial representative - of the Disabh•cl 
American Veterans, and to Senator 
Criss Cole. 

BATES 
LIEUTENANT GOVERJl:OR 

PRESTO:-.! S~!ITH 
SPEARS 
PATMAN' 
HALL 
COLSON 
S?<.'ELSON 
PARKHOUSE 
AIKIN 
HERRING 
ROGERS 
KA ZEN 
CRUMP 
KRUEGER 
WORD 
HARRINGTON 
DIES 
RICHTER 
HIGHTOWER 
BLANCHARD 
REAGAN 
HAZLEWOOD 
STRONG 
HARDEMAN 
CALHOUN 
RATLlFF 
CREIGHTON 
MOORE 
SCHWARTZ 
KENNARD 
WATSON 

Tbe resolution was read and was 
unanimously adopted. 

Vote on Concurrence in House 
Amendment to Senate Bill 

278 Reconsidered 

On motion of Senator Spears and 
by unanimous consent the vote by 
which the Senate concurred in House 
amendment to S. B. No. 278 was re
considered. 

The Senate then concurred in the 
House amendment to S. B. No. 278 
by the following vote: 

Aikin 
Bates 
Blanchard 
Calhoun 

Yeas-30 

Cole 
Colson 
Creighton 
Crump 
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Dies 
Hall 
Hardeman 
Harrington 
Hazlewood 
Herring 
Hightower 
Kazen 
Kennard 
Krueger 
Moore 

Parkhouse 
Patman 
Ratli1f 
Reagan 
Richter 
Roge1·s 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Absent-Excused 

Watson 

Reports of Standing Committee 

Senator Ratliff by unanimous con-
sent submitted the following report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred H. B. No. 126, have had 
the same under consideration, and I 
am instructed to report it back to 
the Senate with the recommendation 
that it do pass and be printed. 

RATLIFF, Chairman. 

Senator Moore by unanimous con
sent submitted the following report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Ed

ucation, to which was referred S. B. 
No. 575, have had the same under 
consideration, and I am instructed to 
report it back to the Senate with the 
recommendation that it do pass and 
be printed. 

MOORE, Chairman. 

Senate Bill 575 Ordered Not Printed 

On motion of Senator Kennard and 
by unanimous consent S. B. No. 575 
was ordered not printed. 

Constitutional Amendments 
Committee Meeting While 

Senate in Sesaion 

On motion of Senator Kazen and by 
unanimous consent Constitutional 
Amendments Committee was granted 
permission to meet while the Senate 
was in Session. 

House Bill 37 on Second Reading 

On motion of Senator Herring and 
by unanimous consent, the President 
laid before the Senate on its second 
reading and passage to third reading: 

H. B. No. 37, A bill to be entitled 
"An Act relating to methods and pro
cedures for planning, design and con
struction of State buildings, defining 
certain terms, providing for applica
bility of this Act, vesting certain 
powers and duties in the State Build
ing Commission, repealing certain 
laws, providing a severability clause, 
providing for an elfective date; and 
declaring an emergency." 

The bill was read second time. 

Question-Shall H. B. No. 37 be 
passed to third reading? 

At Eue 

On motion of Senator Word and by 
unanimous consent, the Senate at 
3:12 o'clock p.m. agreed to stand At 
Ease Subject to the Call of the Chair. 

In Legislative Seaaion 

The President Called the Senate to 
order as In Legislative Session at 
3 :35 o'clock p.m. 

Bills and Reaolutions Signed 

The President signed in the pres
ence of the Senate after the captions 
had been read, the following enrolled 
bills and resolutions: 

H. C.R. No. 135, Commending M. 
M. Stripling, Mayor of Nacogdoches, 
Texas. 

H. B. No. 808, A bill to be entitled 
"An Act to amend Section 1 of House 
Bill 374, Acts of the 54th Legisla
ture, Regular Session, 1955, Chapter 
427, as amended, codified as Article 
3883i, Vernon's Civil Statutes of 
Texas, for the purpose of providing 
a more reasonable reclassification as 
to salary authorization of county of
ficials in the present lowest popula
tion bracket, and to prevent unr!'a
sonable discrimination In growing 
counties; etc., and declaring an emer
gency." 

H. B. No. 946, A bill to be entitled 
"An Act ratifying, confirming, ap
proving and validating proceedings 
and actions had and taken by the gov
erning body of Yellow Horse Canyon 
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Water Control and Improvement Dis
trict and the organization and boun
daries of said District; etc., and de
claring an emergency." 

H. B. No. 705, A bill to be entitled 
"An Act relating to the taking of elk, 
javelina, deer, and quail in Red River 
County; amending Sections 4(b), 5, 
and 6 (b), Chapter 217, Acts of the 
58th Legislature, 1963; and declaring 
an emergency." 

Report of Standing Committee 

Senator Kazen by unanimous con
sent submitted the following report: 

Hon. Preston 
Senate. 

May 19, 1965. 
Austin, Texas, 

Smith, President of the 

Sir: We, your Committee on Con
stitutional Amendments, to which 
was referred H. J. R. No. 25, have 
had the same under consideration, 
and I am instructed to report it back 
to the Senate with the recommenda
tion that it do pass and be printed. 

KAZEN, Chairman. 

House Joint Resolution 25 
Ordered Not Printed 

On motion of Senator Reagan and 
by unanimous consent H. J. R. No. 
25 was ordered not printed. 

House Concurrent Resolution 140 
on Second Reading 

H. B. No. 980, To the Committee 
on Counties, Cities and Towns. 

H. B. No. 981, To the Committee 
on Counties, Cities and Towns. 

Reports of Standing Committees 

Senator Creighton by unanimous 
consent submitted the following re
port: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Game 

and Fish, to which was referred H. B. 
No. 1014, have had the same under 
consideration, and we are instructed 
to report it back to the Senate with 
the recommendation that it do pass 
and be printed. 

CREIGHTON, Chairman. 

Senator Ratliff by unanimous con
sent submitted the following report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred H. B. No. 651, have had the 
same under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

RATLIFF, Chairman. 

The President laid before the Sen- House Bill 1014 Ordered Not Printed 
!lte on its _second reading the follow- On motion of Senator Crump and 
mg resolut10n: by unanimous consent H.B. No. 1014 

H. C. R. No. 140, Suspending Joint was ordered not printed. 
Rules to permit either House to con- House Concurrent Resolution 136 
sider H. B. No. 195 at any time. on Second Reading 

The resolution was read. 

By unanimous consent the resolu
tion was considered immediately and 
was adopted. 

House Bills on First Reading 

The following bills received from 
the House were read the first time 
and referred to the committees in
dicated: 

H. B. No. 35, To the Committee 
on Jurisprudence. 

H. B. No. 840, To the Committee 
on Water and Conservation. 

The President laid before the Sen
ate on its second reading: 

H. C. R. No. 136, Directing the En
rolling Clerk of the House to make 
certain corrections in H. B. No. 12. 

The resolution was read. 

Senator Word offered the follow
ing amendment to the resolution: 

Amend H. C. R. No. 136 by adding 
at the end thereof a new paragraph 
to be numbered 13 and to read as 
follows: 

13. At page IV-39 under the Texas 
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Engineering Extension Service, at the 
entry reading "Less Estimated Funds 
from Other Sources" change the 
amount for the fiscal year ending 
August 31, 1966, to read $533,729 and 
adjust correspondingly the Net Gen
eral Revenue Appropriation figure for 
the same year. 

The amendment was read and was 
adopted. 

(Senator Blanchard in the Chair.) 

Senator Moore offered the follow
ing amendment to the resolution: 

Amend H. C. R. 136 by adding the 
following, to be known as paragraph 
13: 

"13. At page V-51 add the follow
ing language to Section 57 which is 
captioned 'Interpretation of Legisla
tive Intent'; 

It is specifically provided, however, 
that none of the moneys appropriated 
by this Act may be expended to pay 
the claim of any person against the 
State unless and until such claim has 
been pre-audited by the Comptroller 
of Public Accounts, and no claim shall 
be approved by the Comptroller for 
payment from the appropriations 
made herein except it be for an au
thorized public purpose for which an 
appropriation has been made. "Pre
audit" as used in this paragraph shall 
mean an examination of a claim prior 
to payment for its legality, validity, 
accuracy of facts, and availability of 
appropriation. In such pre-audits of 
claims properly submitted to him, the 
Comptroller shall make such individ
ual fact finding as he deems necessary 
to safeguard the rights of the State 
and to comply with Legislative intent 
as evidenced by this paragraph. It is 
also the intent of the Legislature that 
State agencies for which appropria
tions are made by this Act shall assist 
the Comptroller in such pre-audits by 
furnishing him with records, infor
mation, and other data necessary to 
audit properly any claim against the 
appropriations herein made. However, 
nothing in this paragraph shall be 
construed to give the Comptroller the 
right to refuse to pass for payment a 
legal claim, factually justified, for 
which a valid appropriation has been 
made." 

(President in the Chair.) 

The amendment was read and was 
adopted. 

Senator Hardeman moved adoption 
of H. C. R. No. 136 as amended. 

On motion of Senator Dies and by 
unanimous consent, further consider
ation of H. C. R. No. 136 was post
poned until Thursday, May 20, 1965, 
following the conclusion of the Local 
and Uncontested Bills Calendar. 

Question-Shall H. C. R. No. 136 
as amended be adopted? 

Resolutions Signed 

The President signed in the pres
ence of the Senate after the caption 
had been read, the following enrolled 
resolutions: 

S. C. R. No. 6, Requesting the Tex
as Legislative Council to study plans 
for a program of assistance for mu
nicipalities in construction of arterial 
streets, etc. 

S. C. R. No. 45, Granting permis
sion to William L. Balliew, Jr. and 
W. L. Balliew, III, to sue the state, 
etc. 

S. C. R. No. 49, Granting permis
sion to Joe B. Wright to bring suit 
against the State of Texas; etc. 

S. C. R. No. 63, Granting permis
sion to Amarillo Speed Bowl, Inc. to 
sue the State, etc. 

S. C. R. No. 66, Granting permis
sion to M & M Racing Association, 
Inc. and Speedarena, Inc. to sue the 
State of Texas, etc. 

S. C. R. No. 75, Granting permis
sion to John W. Marley & Associates, 
Inc., to sue the State. 

S. C. R. No. 79, Requesting the 
Texas Legislative Council to make a 
study of the present and future needs 
of the facilities for the care of de
linquent and dependent and neglected 
children in Texas and to report to the 
60th Legislature the results of its 
study and its recommendations. 

S. C. R. No. 103, In Memory of 
State Senator Carl C. Hardin, Sr. 

Conference Committee Report 
on House Joint Resolution 1 

Senator Reagan submitted the fol
lowing Conference Committee Report 
on H. J, R. No. 1: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
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Hon. Ben Barnes, Speake1· of the 
House of Representatives. 
Sirs: We, your Conference Com

mittee, appointed to adjust the differ
ences between the Senate and the 
House of Representatives on H. J. R. 
No. 1, have met and had same under 
consideration, and beg to report it 
back with the recommendation that it 
do pass in the form and text hereto 
attached. 

REAGAN 
HALL 
BATES 
KRUEGER 
RATLIFF 

On the part of the Senate. 
HALE 
QUILLIAM 
JONES of Taylo1· 
PEELER 
SMITH 

On the part of the House. 

H. J. R. No. 1-Proposing an Amend
ment to the Constitution of the 
State of Texas to establish the date 
on which newly elected Members of 
the Legislature shall qualify and 
take office. 

BE IT RESOLVED BY THE LEG
ISLATURE OF THE STATE OF 
TEXAS: 
Section 1. That Article III, Section 

3, of the Constitution of Texas, be 
and the same is hereby amended so 
as hereafter to read as follows: 

"Section 3. The Senators shall be 
chosen by the qualified electors for 
the term of four years; but a new 
Senate shall be chosen after eve1·y 
apportionment, and the Senators 
elected after each apportionment shall 
be divided by lot into two classes. The 
seats of the Senators of the first class 
shall be vacated at the expiration of 
the first two years, and those of the 
second class at the expiration of four 
years, so that one-half of the Sena
tors shall be chosen biennially there
after. Senators shall take office fol
lowing their election, on the day set 
by law for the convening of the Regu
lar Session of the Legislature, and 
shall serve thereafter for the full 
term of years to which elected and 
until their successors shall have been 
elected and qualified." 

Section 2. That Article III, Section 
4, of the Constitution of Texas, be 
and the same is hereby amended so 
as hereafter to read as follows: 

"Section 4. The Members of the 

House of Representatives shall be 
ohosen by the qualified electors for 
!he term of two years. Representa
'.,..:es shall take office following their 
election on the day set by law for the 
convening of the Regular Session of 
the Legislature, and shall serve there
aft~r for the full term of years to 
which elected and until their succes
sors shall have been elected and 
qualified." 
. Section 3. The foregoing Constitu

tional Amendment shall be submitted 
to a vote of the qualified electors of 
this State, at an election to be held 
throughout the State on the first 
Tuesday after the first Monday in 
November, 1966, at which election all 
ballots shall have printed thereon the 
following: 

"FOR the Constitutional Amend
ment establishing the date on which 
newly elected Members of the Legis
lature shall qualify and take office." 

"A G A I N S T the Constitutional 
Amendment establishing the date on 
which newly elected Members of the 
Legislatme shall qualify and take 
office." 

If it appears from the returns of 
such election that a majority of the 
votes cast therein are for such 
Amendment, same shall become a part 
of the Constitution of Texas. 

Section 4. The Governor of the 
State of Texas is hereby directed to 
issue the necessary proclamation for 
such election and this Amendment 
shall be published and the election 
shall be held as required by the Con
stitution and laws of this State. 

The Conference Committee Report 
was read and was adopted by the fol
lowing vote: 

Aikin 
Bates 
Blanchard 
Calhoun 
Cole 
Colson 
Creighton 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Hazlewood 
Herring 
Hightower 

Yeas-30 

Kazen 
Kennard 
Krueger 
Moore 
Parkhouse 
Patman 
Ratliff 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Absent-Excused 

Watson 



1496 SENATE JOURNAL 

Notice of Executive Session 

Senator Krueger gave notice that 
he would on Thursday, May 20, 1965, 
move for an Executive Session at 
11 :00 o'clock a.m. 

Reports of Standing Committees 

Senator Creighton by unanimous 
consent submitted the following re
port: 

Austin, Texas, 

Austin, Texas, 
April 21, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Edu

cation, to whom was referred H. B. 
No. 707, have had the same under 
consideration, and we are instructed 
to report it back to the Senate with 
the recommendation that it do pass 
and be printed. 

MOORE, Chairman. 

May 19, 1965. Senator Ratliff submitted the fol-
Hon. Preston Smith, President of the lowing report: 

Senate. 
Sir: We, your Committee on Game 

and Fish, to which was referred H. B. 
No. 738, have had the same under 
consideration, and we are instructed 
to report it back to the Senate with 
the recommendation that it do pass 
and be printed. 

CREIGHTON, Chairman. 

Senator Patman by unanimous con
sent submitted the following report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on State 

Departments and Institutions, to 
which was referred H. B. No. 474, 
have had the same under considera
tion, and we are instructed to report 
it back to the Senate with the recom
mendation that it do pass and be 
printed, as amended. 

PATMAN, Vice-Chairman. 

Senator Ratliff by unanimous con
sent submitted the following report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred S. B. No. 128, have had the 
same under consideration, and we are 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

RATLIFF, Chairman. 

Senator Moore by unanimous con
sent submitted the following report: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred S. B. No. 573, have had the 
same under consideration, and we 
are instructed to report it back to 
the Senate with the recommendation 
that it do pass and be printed. 

RATLIFF, Chairman. 

Senate Bill 128 Ordered Not Printed 

On motion of Senator Blanchard 
and by unanimous consent S. B. No. 
128 was ordered not printed. 

Senate Bill 573 Ordered Not Printed 

On motion of Senator Reagan and 
by unanimous consent S. B. No. 573 
was ordered not printed. 

House Bill 37 on Seeond Reading 

The Senate resumed the considera
tion of the pending busineBB, same 
being H. B. No. 37 on its second read
ing and passage to third reading. 

Question-Shall H. B. No. 37 be 
passed to third reading? 

Senator Herring offered the fol
lowing Committee Amendment to the 
bill: 

Amend Section 8(D)(3)(d) of H. B. 
No. 37 by deleting the period after 
the word "expenditure" and adding 
the following language: 

"or refuse same within fifteen (15) 
days after receiving the request." 

The Committee Amendment was 
read and was adopted. 



WEDNESDAY, MAY 19, 1965 1497 

Senator Herring offered the fol
lowing Committee Amendment to the 
bill: 

Amend Section 9(C) (6) of H. B. 
No. 37 by striking out the last sen
tence thereof. 

The Committee Amendment 
read and was adopted. 

was 

Senator Herring offered the fol
lowing Committee Amendment to the 
bill: 

Amend H. B. No. 37 by renumber
ing Subdivision (C) of Section 3 to 
Subdivision (D) and inserting a new 
Subdivision (C) to read as follows: 

Senator Herring offered the fol
lowing amendment to the bill: 

Amend Section 13(B) of H. B. No. 
37 by deleting the period at the end 
of paragraph {B) and adding the fol
lowing: 

"within ten (10) days after the archi
tect/ engineer has notified the Com
mission that the contract has been 
performed according to the plans and 
specifications." 

The amendment was read and was 
adopted. 

Senator Herring offered the follow
ing amendment to the bill: 

Amend Sec 12(B) of House Bill 
" ( C) All projects constructed by 37 so as to read as follows: 

and for the Texas Department of On the first working day of the 
Corrections." fiscal year beginning September 1, 

1965, the sum of Two Hundred Thou
The Committee Amendment was sand Dollars ($200,000) shall be 

read and was adopted. transferred from the State Building 
Fund to the State Building Construc-

Senator Herring offe1·ed the fol- tion Planning Fund. Such amount is 
lowing amendment to the bill: hereby appropriated for the fiscal 

Amend Section 7 of House Bill 37 
to add the following section: 

(D) There is hereby appropriated 
out of the General Revenue Fund to 
the State Building Commission for 
the implementation of the "Building 
Construction Administration Act" for 
an Archaeologist the sum of Twelve 
Thousand Dollars, ($12,000) each fis
cal year, four Project Analysts (not 
to exceed $12,000) the sum of Forty 
Four Thousand Dollars ($44,000) 
each fiscal ~ar. Salaries of Classi
fied Positions the sum of One Hun
dred Thousand Dollars ( $100,000) 
each fiscal year, Professional Fees 
and Services Fifteen Thousand Dol
lars {$15,000) each fiscal year and 
unexpended balances of the first year 
of the biennium, Travel Expenses 
Fifteen Thousand { $15,000) each fis
cal year and unexpended balances of 
the first year of the biennium, Other 
Operating Expenses Fifty Thousand 
Dollars { $50,000) each fiscal year and 
unexpended balances of the first year 
of the biennium. The combined sum 
for the biennium from the General 
Revenue Fund shall be Four Hundred 
Seventy Two Thousand Dollars {$472,-
000). 

The amendment was read and was 
adopted. 

year beginning September 1, 1965, 
and ending August 31, 1966. The un
expended balance of such appropria
tion is hereby reappropriated for the 
fiscal year beginning September 1, 
1966, and ending August 31, 1967. 
Any interest earned on the assets of 
said Planning Fund shall thereafter 
be credited to the account of said 
Planning Fund. 

The amendment was read and was 
adopted. 

On motion of Senator Herring and 
by unanimous consent the caption 
was amended to conform to the body 
of the bill as amended. 

The bill as amended was passed to 
third reading. 

House Bill 37 on Third Reading 

Senator Herring moved that Senate 
Rule 32 and the Constitutional Rule 
requiring bills to be read on three 
several days be suspended and that 
H. B. No. 37 be placed on its third 
reading and final passage. 

The motion prevailed hy the fol
lowing vote: 

Aikin 
Bates 
Calhoun 

Yeas-27 

Cole 
Colson 
Creighton 
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Crump 
Dies 
Hall 
Hardeman 
Harrington 
Herring 
Hightower 
Kaz en 
Kennard 
Krueger 
Parkhouse 

Blanchard 

Patman 
Ratlift' 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Nays-1 

Absent 

Hazlewood Moore 

Absent--JExcused 

Watson 

Cole 
Colson 
Creighton 
Crump 
Dies 
Hall 
Hardeman 
Harrington 
Hazlewood 
Herring 
Hightower 
Kazen 
Kennard 

Krueger 
Moore 
Parkhouse 
Patman 
Ratlift' 
Reagan 
Richter 
Rogers 
Schwartz 
Snelson 
Spears 
Strong 
Word 

Absent---;Excused 

Watson 

The following bill was then intro
duced, read first time and referred to 
the committee indicated: 

The President then laid the bill be- By Senator Snelson: 
fore the Senate on its third reading S. B. No. 577, A bill to be entitled 
and final passage. "An Act au~o~zing any water pow

er control distnct heretofore or here
The bill was read third time and after organized to enter into con-

was passed. tracts with any person, firm or cor-
• . . poration for the sale or disposal of 

Senate Bill 576 on Fll'llt Reading salt ."!ater for pollution control; au-
The following local bill was intro- ~on~ng any water power CC?~l 

duced, read first time and referred to district t'! accept works and facilities 
the Committee indicated: for pollu?on control.~ a non-profit 

By Senator Schwartz: 
S. B. No. 576, A bill to be entitled 

"An Act amending Section lb of 
Chapter 501, Acts of the 57th Legis
lature, Regular Session, 1961, relat
ing to sale of certain land to the city 
of Texas City to provide for leasing 
of the land; and declaring an emer
gency." 

corporation; authonzmg any water 
control district to accept works and 
facilities for pollution control from a 
non-profit corporation; authorizing 
the issuance of revenue bonds without 
an election for the construction and 
acquisition of pipe lines, pumps, and 
facilities necessary for the sale or 
disposal of salt water for pollution 
control and providing for the payment 

To the Committee 
Cities and Towns. 

on Counties, and security thereof; authorizing the 
issuance of refunding bonds; author
izing other provisions relating to the 

House Bill 738 Ordered Not Printed subject; and declaring an emergency." 

On motion of Senator Patman and 
by unanimous consent H. B. No. 738 
was ordered not printed. 

Senate Bill 577 on First Reading 

Senator Snelson moved that Sen
ate Rule 114 and Section 5 of Article 
III of the State Constitution be sus
pended to permit his introducing at 
this time, a bill, the provisions of 
which he explained. 

The motion prevailed by the fol
lowing vote: 

Aikin 
Bates 

Yeas-30 

Blanchard 
Calhoun 

To the Committee on Counties,, 
Cities and Towns. 

Report of Standing Committee 

Senator Hall by unanimous consent 
submitted the following report: 

Hon Preston 
Senate. 

Austin, Texas, 
May 19, 1966. 

Smith, President of the 

Sir: We, your Committee on Trans
portation, to which was referred H. 
B. No. 1047, have had the same under 
consideration, and I am instructed to 
report it back to the Senate with the 
recommendation that it do not \1.88:8• 
but that the Committee Substitute 
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adopted in lieu thereof do pass and spon;;or of the seventh grade social 
be printed. studies from the University Junior 

HALL, Chairman. High School in Austin. 

C. S. H. B. No. 1047 was read the S. R. No. 711-By Senator Word: 
first time. Extending welcome to students and 

Superintendent of the Jonesboro 
Senator Ratliff by unanimous con- Senior Class from Jonesboro. 

sent submitted the following report: 

Austin, Texas, S. R. No. 712-By Senator Snelson: 
May 19, 1965. Extending welcome to Mr. and Mrs. 

Hon. Preston Smith, President of the Dickson Skidmore and son of El Paso. 
Senate. 
Sir: We, your Committee on Coun

ties, Cities and Towns, to which was 
referred S. B. No. 576, have had the 
same under consideration, and I am 
instructed to report it back to the 
Senate with the recommendation that 
it do pass and be printed. 

RATLIFF, Chairman. 

Bill Signed 

The President signed in the pres
ence of the Senate after the caption 
had been read, the following enrolled 
bill: 

S. B. No. 102, A bill to be entitled 
"An Act to amend Title 25 of the 
Laws of Texas pertaining to the lia
bility of railroads and other carriers 
and particularly to amend Article 883 
of the Revised Civil Statutes of 1925, 
as heretofore amended, to provide 
that the carriers shall not be liable 
as at common law for loss, damage or 
injury to goods, wares, and merchan
dise when transported on rates de
pendent upon a value declared in writ
ing by the shipper or agreed upon in 
writing as the released value of the 
goods when authorized or required by 
order of the Railroad Commission; 
etc.; and declaring an emergency." 

Senate Bill 576 Ordered Not Printed 

On motion of Senator Schwartz and 
by unanimous consent S. B. No. 576 
was ordered not printed. 

Notice of Local and Uncontested 
Bills Calendar 

Senator Hall gave notice that there 
would be a Session for the considera
tion of the Local and Uncontested 
Bills Calendar tomorrow at 9: 00 
o'clock a.m. 

Welcome Resolutions 

S. R. No. 710-By Senator Herring: 
Extending welcome to students and 

Recess 

On motion of Senator Hardeman 
the Senate at 5: 10 o'clock p.m. took 
recess until 9 :00 o'clock a.m. tomor
row. 

APPENDIX 

Reports of Standing Committee 

Senator Hardeman submitted the 
following reports: 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on En

grossed and Enrolled Bills, to which 
was referred: 

S. B. No. 527, An Act relating to 
the authority and responsibilities of 
and the records kept by the State 
Commission for the Blind; amending 
Sections 2 and 2a, Chapter 80, Gen
eral Laws, Acts of the 42nd Legisla
ture, Regular Session, 1931, as 
amended; amending Section 2, Chap
ter 216 Acts of the 49th Legislature, 
1945, a

0

s amended; amending Section 
3, Chapter 23, Acts of the 41st Leg
islature, 1st Called Session, 1929, as 
amended; amending Section 1, Chap
ter 241, Acts of the 49th Legislature, 
1945; and declaring an emergency. 
have carefully compared same and 
find it correctly enrolled. 

HARDEMAN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on En

arossed and Enrolled Bills, to which 
;as referred: 



1500 SENATE JOURNAL 

S. B. No. 235, An Act authorizing 
the Board for Texas State Hospitals 
and Special Schools or such Board's 
successor in function to grant such 
easements and rights-of-way as shall 
be necessary to construct, improve, 
renovate, use and operate institutions 
under its control and management; 
and declaring an emergency. 
have carefully compared same and 
find it correctly enrolled. 

HARDEMAN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on En

grossed and Enrolled Bills, to which 
was referred: 

S. B. No. 82, An Act amending Sec
tions 12 and 14 of the Texas Trust 
Act to provide that a corporate trus
tee, executor, administrator or guard
ian, when authorized by will, trust 
agreement, other trust instrument, or 
judicial order, to retain its own cap
ital stock in trust may, when the ex
ercise of rights or the receipt of a 
stock dividend results in a fractional 
share holding, purchase an additional 
fractional share (or shares) to round 
out the fractional share so acquired 
into one full share; providing that 
such purchase, in the circumstances 
then prevailing, shall be consistent 
with the judgment and care which 
men of ordinary prudence exercise in 
the management of their own affairs; 
and declaring an emergency. 
have carefully compared same and 
find it correctly enrolled. 

HARDEMAN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on En

grossed and Enrolled Bills, to which 
was referred: 

S. B. 102, An Act to amend Title 
25 of the laws of Texas pertaining to 
the liability of railroads and other 
carriers and particularly to amend 
Article 883 of the Revised Civil Stat
utes of 1925, as heretofore amended, 
to provide that the carriers shall not 
be liable as at common law for loss, 
damage or injury to goods, wares and 

merchandise when transported on 
rates dependent upon a value declared 
in writing by the shipper or agreed 
upon in writing as the released value 
of the goods when authorized or re
quired by order of the Railroad Com
mission; providing that the Railroad 
Commission of Texas shall have au
thority to fix and promulgate rates 
on the transportation of goods, wares 
and merchandise dependent upon the 
value declared in writing by the ahiP
per or agreed upon in writing as the 
declared value of such gooda, wares 
and merchandise; and to repeal all 
laws and parts of laws in conftiet 
therewith; providing severability; 
and declaring an emergency. 
have carefully compared same and 
find it correctly enrolled. 

HARDEMAN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. 
Sir: We, your Committee on En

grossed and Enrolled Bills, to wmch 
was referred: 

S. B. No. 80, An Act amending Bee
tion 36 of the Texas Trust Act, and 
particularly SubsectiOllll A and B 
thereof, to eliminate overlapping or 
conflict with the definitions of Section 
4 of uid Act; permitting trustee's 
compenution or commissions and at
torney's fees to be charged either 
against principal or income of a trust, 
or between both; and declaring an 
emergency. 
have carefully compared same and 
find it correctly enrolled. 

HARDEMAN, Chairman. 

Austin, Texas, 
May 19, 1965. 

Hon. Preston Smith, President of the 
Senate. · 
Sir: We, your Committee on En

grossed and Enrolled Bills, to which 
was referred: 

S. B. No. 301, An Act to add to the 
Insurance Code (Acts of 1951, 52nd 
Legislature, Chapter 491) a new Ar
ticle providing that nothing in such 
Code shall prohibit a life :insurance 
company from "1aranteeing to issue 
individual life 1DSuranee policies on 
other tban the term plan without m-
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dence of insurability, and defining 
"qualified pension or profit-sharing 
plan"; and declaring an emergency. 
have carefully compared same and 
find it correctly enrolled. 

HARDEMAN, Chairman. 

Sent to Governor 

May 19, 1965 

S. C.R. No. 6 
S. C. R. No. 45 
S. C. R. No. 49 
S. C.R. No. 63 

S. C. R. No. 66 
S. C. R. No. 75 
S. C. R. No. 79 
S. C. R. No. 103 

S. B. No. 80 
S. B. No. 82 
S. B. No. 512 
S. B. No. 459 
S. B. No. 460 
S. B. No. 301 
S. B. No. 235 
S. B. No. 348 
S. B. No. 384 
S. B. No. 527 

S. C. R. No. 102 
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Jn llltmnry of 

1Rufus Jfitlbittg lfiggs 
Senator Word offered the following reaolution: 

(Senate Resolution 706) 

Wheteu, On Sunday, October 11, 1964, our Heavenly Father called from hie earthly 
home, Ruf\UI Fielding Hissa, one of Texas' out.tanding eitisena and a lonctlme ree
ident of Erath County ; and 

Whereas, He pve a lifetime of &ervice to bia government. his community and hia 
friends ; and 

Whereu, He wu owner and publtsber of the Stephenville Daily Empire and Empire
Tribune: and 

Whereas, He wae a veteran of World War I, having served from Ju:ne. 1917 to 
July, 1919 with the 36th Infantry Diviliion with overeeu service in France; and 

Wbereu,. Be held a long lilt of civic and profeaaional honors and uaoclations 
includfna membership in the Masonic Locbre. York Rite, Erath Count7 Shrine Club, 
Knllrhts of Pythias, Veterans of Foreign Wan, Turnbow-Him Poet 2'0 of the Amer
ican Legion and the Stephenville Rotary Club; and 

Whereas, Re was a charter member and past preeident ot the Rotary Club, a charter 
member of the Stephenville Lions Club, put commander of Turnbow·Hia'ce Poat of the 
American Legion, a director of the Stephenville Chamber of Commeree, put Dl'elident 
of that body, and su&taining member of the Stephenville Junior Chamber of Com· 
merce; and 

Whereas, He was Chairman of the BoaN of Stewards of t.he Methodist Church and 
an active member of the Methodist Men's Club; and 

Whereas, He was a member of the Board of Directon of the Stephenville State 
Bank, havina held the diatlnction of beinc one of the original o?"Ranizen of that ftnan· 
cial institution : and 

Whereas, Be was a long and leadiq exponent of progress over the Central Texas 
area, ud he was currently &-erving aa a director in both the Braaoe River Authority 
and the Texas Good Roa.de Ae.ociation and wae a member of the Board for State 
Hospitals and Special Schools: and 

Whereu, He wa.s an honorary director of the State Fair of Texaa; and 
Wbereaa, He was a member of the Tuaa Preu AISOCiation and wu honoNd t.y that 

group in 1933 by being elected president and anin in 1967 by being selected for the 
group's plaque for "Joyal and unaelflsh service in the fleld of joumallem": and 

Wbereae, He also served aa director in the National Editorial Aaaoeiation and was 
a member of the W eat Texas Presa Aaaociation, Sigma Delta Chi, prof•aional jour
nalism fraternity, and the Dallas Preu Club : and 

Where&4', He was a dedicated Democrat. profeaaing and 11upportlng a belief' in a 
need for party responsibility and he wu :recognised by the Democratic P&l't7' for hie 
efforts by having been elected county chairman for a number of years; and 

Whereas, Included in hie broad circle of frienda were the Honorable Lyndon B. 
1 ohnson, President of the United Stat.ea : the late Honorable Sam Ra7burn. S»eaker of 
the Bouse of Repreaentativea, United States Consreea: the Honorable .John B. 
Connally, Governor of the State of Texas and Honorable Ralph Yarborouah. Unit.eel 
States Senator ; and 

Whereu, He spent much of his time in the upbuilding of bis community, city and 
State; now, therefore, be it 

Resolved, That the Senate of Texas does hereby express its deep and abidin&' IJ'DlP&· 
thy to the memben of bis family and tb&t copies of this Resolution under the Seal of 
the Senate be sent t.o his survivors, namely, his r.on, Rufus F. (Bud) Higgs, Jr., his 
granddaughter, Frances Kelly Higp, his wrandeon, John Tiner Hicsa. all of Stephen· 
ville, Texas; his brother, Ralph E. Hfags of Houston, Texas; and bia tour silt.era, 
Mn1. L. H. Allen and Mn. Coke Turner, both of Tolar, Texas, Mra Lloyd Landen of 
Granbury, Texas and Mra. Nina Dunnigan of Fort Worth, Texas: and be it (urther 

Resolved, That a page be set aaide in the Senate Journal as a memorial to Rufus 
Fielding Higgs and that when the Senate adjourn& tod.a;v that it do ao in his memory. 

WORD 
AJ][lN 

Signed-Lieutenant Governor Preston Smith : Bates, Blanchard, Calhoun, Cole, 
Colson, Creighton, Crump, Dies, Ball, Hardeman, Harrington, Haslewood, Herring, 
Hight.ower, Kasen, Kennard, Knieeer, Moore, Parkbow.e. Patman, Ratliff, Beann, 
Richter, Rosen, Schwarts, Snelson, Spears, Strons, Watson. 

The reaolution was read. 
On motion of Senator Aikin and by unanimous coneent the nama of the Lieutenant 

Governor and Senators were added to the reaolution aa shtnera thereof. 
The resolution was then unanimously adopted by a riainl' vote of the Senate. 



]n mrmnry of 

ISilly J. 

Senator Snelson offered the following resolution: 

(Senate Resolution 706) 

Whereas, The State of Texas and the City of Midland have lost a 
beloved and honored citizen in the passing of Billy P. Smith on May 
2, 1965; and 

Whereas, Billy P. Smith served West Texas as a member of the 
Texas Highway Patrol for seventeen years, the latter eight as an 
officer with the rank of sergeant, and established a distinguished 
record as a public servant in the field of law enforcement; and 

Whereas, Sergeant Billy P. Smith's bravery and dedication above 
and beyond the call of duty is exemplified by a recently awarded 
Carnegie Bronze Medal for heroism, received for single handedly 
rescuing the pilot of an aircraft which had crashed and burned while 
attempting a landing; and 

Whereas, He was a native of Eula, Callahan County, Texas, and 
attended schools there before entering the United States Navy during 
World War II and participated in the bitter invasion of Okinawa 
on D-Day-plus-one with a Marine task force; and 

Whereas, He is survived by the widow, of Midland; three sons: Jeff 
Smith, a student at West Texas State University, and Michael and 
Gregory Smith of Midland; father and mother, Mr. and Mrs. William 
E. Smith of Eula; a brother, Kelton Smith of Abilene; and 

Whereas, It is the desire of the Senate of Texas to recognize the 
commendable service and contributions of Sergeant Billy P. Smith to 
his community, his state, and his nation and extend its sympathy to 
his surviving family and associates; now, therefore, be it 

Resolved, by the Senate of the Fifty-Ninth Legislature of the State 
of Texas, That it does hereby recognize the commendable service and 
contributions of Sergeant Billy P. Smith to his community, his state, 
and his nation and extend its sympathy to his surviving family and 
associates and that copies of this resolution be forwarded to his sur
viving family by the Secretary of the Senate; and be it further 

Resolved, That when the Senate adjourns today, it do so in memory 
of Billy P. Smith. 

The resolution was read and was adopted by a rising vote of 
the Senate. 


